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FARM CREDIT ADMINISTRATION ACT 
AMENDMENTS OF 1985 



THURSDAY, MARCH 6, 1986 

U.S. Senate, 
Committee on Banking, Housing, and Urban Affairs, 

Washington, Da 
The committee met at 9:30 a.m., in room SD-588, Dirksen Senate 
Office Building, Senator Jake Getm (chairman of the committee) 
presiding. 

Present: Senators Gam, Heinz, D'Amato, Gorton, Mattingly, 
Hecht, Proxmire, Cranston, Dodd, Dison, and Sasser. 

OPENING STATEMENT OF CHAIRMAN GARN 

The Chairman. The Banking Committee will come to order. 

Last year Congress passed l^islation restructuring the Farm 
Credit System. During floor debate numerous proposals were of- 
fered to assist commercial banks substantially engaged in farm 
lending. At that time I oppc^ed those efforts because the Banking 
Committee had not had the opportunity to review the suggestions 
and therefore the cost effects and other ramifications were un- 
known. However, I assured the Senate that the Beuiking Commit- 
tee would give expeditious consideration to this very important 
matter. 

On December 20, 1985, 1 wrote the bank regulators and requested 
the agencies to conduct an analysis of the eftect the ffum crisis has 
had on the financial institutions primarily engaged in agricultural 
lending. Additionally, I asked for options as to how Congress could 
best ease the strtiina resulting from such lending commitments. 

Those reports were submitted to the committee in late February. 
Today, and at an additional hearing on March 11, we will examine 
the regulators' tmd determine what action is necessary to aid those 
financial institutions during this transition period. 

This morning we will hear from several Members of Congress. 
They will be followed by Charles Sethness, Assistant Secretary of 
the Treasury for Domestic Finsuice; and the last panel will include 
Randall A. Killebrew and Michael E. Fitch from the ABA; B.F. 
"Chip" Backlund on behalf of the Independent Bankers Association 
of America [IBAA]; and Leslie G. Horsager will present the views 
of the American Council of Life Insurance [ACLI]. 

Senator Proxmire. 

Senator Proxmire. Thank you, Mr. Chairman. I commend you 
again for beginning this program right on time. I think we have to 
have a little bit more discipline on the part of the Senators who 
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appear. I'm glad Senator Grassley just came in and Senator I 

Abdnor and we've got an all-star panel this morning and I'm Wl 

ing forward enthusiastically to hearing them. 

The Chairman. Senator Heinz. 

OPENING STATEMENT OF SENATOR HEINZ 

Senator Heinz. Mr. Chairman, I just want to say that I commadl 
you for holding this hearing. It's timely. The crisis faced by Uxf 
farm credit providers is not one to be ignored. We do have an exc^ 
lent group of witnesses. I hope we'll keep in mind just three thinp 
One, that there is a need to ensure an adequate delivery of credit 
in the farm community; and two, we do need to provide protection 
to the Federal Deposit Insurance Fund. We don't want to ham 
happen to it what could potentially happen to the FSLIC. Third 
and finally, I think we may have to ensure that when we consider 
a solution here for our agricultural banks and fanners we have to 
consider it in conjunction with the Nation's Federal budget deficit 
so that the prt^ram is realistic and cost effective. 

Although only 28 percent of the banks in our country are agri- 
cultural banks, last year over 50 percent of the 118 banks that 
failed were agricultural banks. The FDIC has estimated that from 
130 to 300 eigricultural banks could fail over the next 2 years. Ilie 
crisis facing our farm credit providers is not one to be ignored. I 
thank you, Mr. Chairman, for having these hearings so our com- 
mittee can examine the crisis and ^e proposals that have been 
made to address it. 

When evaluating the ideas put forth to aid our Nation's agricul- 
tural lenders, we should keep several points in mind. Fii^ is our 
need to maintain an adequate credit delivery system for our agri- 
culture sector. Residents of farm communities need zuid deserve de- 
posit-taking Emd commercial and personsil loan services. Additional- 
ly, the failure of the local bank can have a ripple effect throughout 
a community causing business contractions and hurting previously 
healthy businesses that are neither farm- nor bank-related. In 
western Pennsylvania we have seen that entire communities can 
die when the local steelmill closes. Much the SEune can happen 
when the local business is agriculture and there is no bsmk to lend 
seed money to farmers. 

Second, we must protect the Federal Deposit Insurance Fund. 
The FSLIC's fund is potentially insolvent due to changes in the 
economy that hurt the thrift industry. We must not Eillow the same 
thing to happen to the FDIC's fund because of problems in agricul- 
ture. Congress must act to ensure that good t»mks don't close be- 
cause of a temporary and correctible problem, but we must not 
merely delay the demise of unhealthy banks. 

Third and finally, the problems facing the agricultural beinks 
and the farmers of our country must be considensd in conjunction 
with our Nation's Federal budget deficit. Proposals to assist the Eig- 
ricultural banks, the Texas bzmks holding energy loans, the big 
banks with foreign loan, must be realistic and cost effective. 

I am optimistic that Congress can work within these guidelines 
to provide assistance to our agricultural banks and other banks suf- 
fering due to unexpected turns in the economy. 
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I. I welcome our witnesses and I look forward to hearing their pro- 
posals to address the agricultural credit crisis. 

The Chairman. Senator Cranston. 

Senator Cranston. I have no statement. Thank you, Mr. Chair- 
man. 

The Chairman. Senator Hecht. 

Senator Hecht. Thank you, Mr. Chairman. No statement. 

The Chairman. Senator Dixon. 

Senator Dixon. Mr. Chairman, ordinarily I would just place my 
statement in the record but I have a brief statement and if the 
Chair would indulge me, in view of the fact that two of the bills 
under consideration are mine, I would like to make a statement. 

The Chairman. Certainly. 

OPENING STATEMENT OF SENATOR DIXON 

Senator Dixon. Mr. Chairman, I'm pleased to be here this morn- 
ing as the Banking Committee continues its hearii^ on problems 
affecting agricultural banks and our Nation's farmers. I won't take 
a lot of the committee's time to reiterate how serious the problem 
is. My colleagues appearing today and the other distii^ui^ed wit- 
nesses can do that much more eloquently than I can. 

I would simply like to say that I think that we need to act now. 
This problem cannot wait. If the regulators could implement an ap- 
propriate package, quick legislation might not be needed. However, 
if the banking regulators do not act administratively, then I think 
this committee must act this month to report legislation to provide 
long-awEiited Euid desperately needed relief for agricultural banks 
and their farmer-borrowers. 

I am pleased that there seems to be a growing consensus that the 
best way to provide this relief is to enact legislation based on the 
concepts in the two bills I have introduced, S. 1151 and S. 1943. 

These bills permit banks to amortize losses on agricultural loans 
over a period of years rather than having to recognize losses all at 
once. 

Representatives of the American Bankers Association and the In- 
dependent Bankers Association of America are here to discuss 
their views. I would merely like to point out at this time the joint 
ABA-IBAA task force on agricultural credit recommended that 
"our first priority aa a means of preserving banks' capital is to 
change regulatory accounting procedures and enable prudently 
managed banks to amortize their loan losses over a multiyear 
period." 

Federal banking regulators are also beginning to see the merit of 
this idea, Mr. Chairman. They will testify next week but I think 
it's worth noting that the Federal Deposit Insurance Corporation in 
its recent paper entitled "Farm Bank Problems and Related Policy 
Options" stated that: 

A carefully constructed program that enabled farm banks to defer or be reim- 
bursed for some portion of their losses could help reduce the number of farm bank 
failures and limit further disruption to farm communities. 

The FDIC concluded that "should Congress decide to proceed 
with a relief program, it is the FDIC's view that the best option is a 
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loss deferral program." In other words, permitting banks to siikr- 
tize their losses over time effectively deferring part of those loesei 

This idea is not the total solution to the credit problems facing 
agriculture. Over the longer term we must also consider, for exam- 
ple, creating a secondary market for agricultural loans so that agri- 
cultural loans can be securitized like home mortgages are nov. 
Ginnie Mae has provided m^or support for home finance. A sec- 
ondary m£u-ket for agricultural loans would help provide oompara- 
ble support for farm credit needs. 

Let me conclude by again stating that I do not believe there is 
anything we can do Uiat would provide more help for hard-pressed 
agricultural banks and their farm customers than quickly enacting 
l^islation to permit banks to amortize loan losses over a reasona- 
ble period. This idea will work. It is broadly supported in the bank- 
ing £uid the farm communities. It is practical and it won't cost the 
Federal Treasury a penny. We need to move on this idea now. 

I thank the Chair. 

The Chairman. Thank you, Senator Dixon. 

Senator Grassley, we're happy to have you before the committee 
today, if you would like to proceed. 

Senator Mattingly. Mr. Chairman. 

llie Chairman. Excuse me. I forgot the distinguished Senator 
from Georgia. 

Senator Mattinoly. My chairman is up in space agetin. 

The Chairman. Just see if I come to Georgia to help you in your 
reelection. 

Senator Mattingly. You don't want me to tell about the last 
time you came down to help a guy? [Laughter.] 

OPENING STATEMENT OF SENATOR MATTINGLY 

I just want to thank you, Mr. Chairman, for initiating the re- 
port and holding these hearings. 

Along with Senator Dixon, I think we're all extremely concerned 
with the prospect that over 300 farm banks possibly could fail ^ 
1988. I think that was the report that was put out by the FDIC. 

I Edso had legislation drafted to introduce as an amendment 
during the consideration of the restructuring of the Farm Credit 
^ystem back in December. Of course, I deferred to your request Mr. 
Qiairman, to withhold that proposal until the Bfuiking Committee 
could undertake a study of the situation. 

Basically, my legislation would accomplish three things. One, it 
would permit the banks with large commitments to agricultural 
lending to write off the bad loans over 5 years. Two, it would en- 
courage the development of a secondary mtu-ket for agricultural 
mortgages, thus enhancing the liquidity of the farm banks. Finally, 
it would require an annual regulators' report to Congress on the 
condition and prepress of these agricultural lending banks. 

Now I think that we all hope that the regulators will exercise 
their existing authority to give some relief to the fineuicial institu- 
tions who made commitments to our farm community. By giving 
temporary aid to these agricultural banks I think the benefits 
would flow to the farm community, thus allowing some breathing 
room as it passes through the a^justoient period. 
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In closing, I'd just like to say to the administration that if the 
r^ulators don't act and if they don't act quickly, I'm certain that, 
led 1^ you, Mr. Chairman, this committee is going to act very 
quickly. Thank you. 

The Chairman. Thank you. I didn't miss you intentionally. Occa- 
sionally I used to miss John Tower because I couldn't see him. He 
was below eye level. [Laughter.] 

Senator Mattingly. We sent him on to greater heights. 

[The complete opening statement of Senator Mattingly, follows:] 

Statkuent or Senator Mattinoly 

Mr. Chairman, I commend you for initiating the reports by the regulators and 
holding this hearing on the e^ect the farm crisis has had on financial institutions 
which primarily engage in argriculture lending. 

I, too, am extremely concerned with the prospect that over 300 farm banks may 
fail by 198S, albeit the worst case scenario outlined by the FDIC. 1 have legislation 
drafted to address the situation. In fact, 1 hod intended to introduce my measure as 
an amendment during consideration of the restructuring of and aid to the Farm 
Credit System. 1, however, deferred to the request of the Qiairman to withhold such 
prfnnaaU until tiie Banking Committee could undertake a study of the situation 

My l^cislation would accomplish three things: One, it would permit banks with 
lane commitments to agriculture lending to write-off loans over 5 yeaia. 

Two, it would encourage the development of a secondary market for agriculture 
mortgages, thus enhancing the liquidi^ of farm banks. 

Finally, it would require an annual radiator's report to Congress on the condi- 
tion and progress of these agriculture lending banka 

I hope the regulators will exercise their existing authority to give some relief to 
the financial institutions who have made a commitment to our farm community. By 
giving temporary aid to these agricultural banks, the benefits will flow to the farm 
community, thus allowing some breathing room as it passee through this ailJUBt- 
ment period. In closing, I say to the Adminjstration: If the re^lators do not act and 
act quickly, CongreM led by this committee will. 

Thank you, Mr. Chairman. 

The Chairman. Senator IVAmato. 

STATEMENT OF SENATOR ALFONSE D'AMATO 

Senator D'Amato. Mr. Chairman, I commend you for holding 
this important and timely hearing on the Farm Credit Administra- 
tion Act Amendments of 1985. As we all remember, last December 
we passed landmark legislation that will infuse the Farm Credit 
System with Federal funds when the System reorganizes itself and 
exhausts its own funds. Although I voted for this legislation, I have 
to admit it was not my preferred option. 

Unfortunately, this critical reorganization has yet to take place. 
The January 23 deadline, directed by the new law for the appoint- 
ment of a three member board to oversee the FCA hfis long passed, 
and the longer we wait, the longer this Nation's agricultural prob- 
lems will persist. New and vigorous leadership is clearly essential 
to effective implementation of the new law and to begin to extri- 
cate the System from its financiid woes. 

The Farm Credit System currently holds $66.62 billion of the Na- 
tion's $210 billion farm debt. In addition, $28 billion is held by the 
Farmers Home Administration. Leases by these holders may cost 
the Federal Government an estimated $15 billion. 

I am also concerned about regulatory action the FCA is taking, 
despite the fact the mandated appointments have yet to be made. 
It is my understanding the FCA is about to issue em emergency 
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rule governing the organization and operation of the capital corpo- 
ration, a new System entity which will acquire £ind metnage the 
nonaccruing asaets of the System institutions. The emergency rule- 
making provisions weiive the 30-day report and wait requirement of 
the act. I am perplexed as to why the rulemaking is an emergency, 
but the appointment of the Board members is not. 

I hope that our distii^uished witnesses will shed some light on 
this situation today. 

Thank you, Mr. Chairman. 

The Chairman. Senator Grassley. 

STATEMENT OF CHARLES E. GRASSLEY. U.S. SENATOR FROM THE 
STATE OF IOWA 

Senator Grassi-ey. 1 thank the committee for holding these hear- 
ings and I particularly hope that bb a result of the hearings that 
the committee will act quickly on farm credit legislation, particu- 
larly in the area of helping troubled farm banks and their borrow- 
ers. 

The first issue I'd like to make clear is that the farm crisis may 
appear to be localized in a few States in the Midwest, but there 
was an article in the New York Times earlier this week called, 
"The Midwest Farm Crisis Reaches E^t," and I'd like permission 
to put this article in the record at this point. 

The Chaikman. Without objection. 

[The New York Times article follows:] 



Midwbtt's Farm Ckisis Reaches Eaot 
(By Thomas J. Knudson) 

From the snowy pastures of upstat« New York to the brown fields of New Jereey, 
many farmers on the edge of the metropolitan area are in trouble. 

Their problems have mounted in the last year as the agricultural depression that 
began in the Middle West in 1981 has gathered force and brought a farm crisis U> 
the region. 

In New York and New Jersey, hundreds of farm families are being forced to leave 
the land. Many small towns are deteriorating as Main Street businesaes and farm 
equipment dealerships close their doors. And some farmers have become so troubled 
that they have committed suicide. 

"I know of five suicides in the past 8 or 9 months that were agriculturally relat- 
ed," said Lucinda A. Noble, director of the Cornell University Cooperative Extension 
system. "They were people engaged in agriculture who were overextended and de- 
cided life was not worth livii^. 

One of the farmers who says he is being forced to quit farming is Alex Zanieski 
Jr., who for much of his 52 years has worked the long, loamy potato fields on the 
farm first settled by hia grandfather near Cutchngue, on the North Fork of Long 
Island, and now owned by him, his brother and brother-in-law. 

Burdened by about $500,000 in debt, accumulated as falling crop prices prevented 
them from paying off their spring planting loans, they have started to sell the 150- 
acre farm, and on March 21, when the farm machinery is auctioned, Mr. Zanieski's 
life on the land will end. 

"I was hoping 1 could last a while longer, but I just couldn't make it," said Mr. 
Zanieski, a sturdy, soft«poken man. "Hopefully I'll be able to find some kind of job. 
But at my age, it s kind of hard to start over." 

The problems in New York and New Jersey, though serious, are not as wide- 
spread as in other, more intensively farmed regions. 

Iowa, for instance, has more tiian four times as many farms as New York and 
many more troubled farmers. Also, stable land values and a more diversified farm 
economy have cushioned the economic blow in this region- 



lyGooc^le 



Mr. Zaninki far |' Im Bt«Dnled tic nfe itf n> ki«. at SUJIM m 

$12,000 an ■cte. and tlw a ~ ' ~ ~ 

profit for h 

Bute 
tobeii 

"There are aaiam [a-nWfiiw hae.~ said Jofao Brake, a (ai*Miii <tf ag t i cg i t ae ai 
finaBce at Ocnd Uniicn?. ~A»d vfaOe tbe Bnnoben aren't aa gnK » :ii ae 
Hidvrest, and wlule «« h awjt t be^ ffXta^ macfa puUidlT. then an a lac <tf ^rs- 
era in dw regkn wbo are not lUe n> make it- 




lyGooc^le 



Feport recommeDdiDg that the State set up a f 10 milliOB fimd to provide loan It I 
hard-praaaed fannere. 

"Serious fonn credit problems are likely to emerge becaus e of high); v 

commodity prices, relatively high interest rates, reduced expwts and a heavy M I 
load," Baid the report by a State task force on agricultural financing. 

SIMILAR BASIC PROBLEMS 

"It makes no difference whether a farmer is here in New Jersey or in the Wi 
west," said Frederick Perkins, a professor of agricultural economica at Rutgers Uni- 
versity. "The basic problems, markets and credit, are the same." 

In New Jersey, grain and dairy farmers are hardest hit. "The question is net 
what I will do if I get out, but what I will do if I stay in." said William Pandy, a 38' 
year-old grain and dairy farmer in the rolline hills of the Delaware River Vallej 
near Frenchtown. "There's no profit potential left in farming anymore." 

't recent years Mr. Pandy has seen prices for h: 

wheat (Up tl.50 a bushel. "I figured it out, and 

he said. "The farm showed a profit of about $1,500. 

For years. Federal farm policies encouraged many farmers like Mr. Pandy Id 
plant more acreage. "I feel angry and frustrated because it hasn't been that msnT 
years ago our country's leaders said 'plant from fence row to fence row and well 
take care of you, we'll see that you have markets,' " he said, "And we did it, and 
now they're sayii^, 'You fools.' " 

Farmers, of course, have been leaving the land for decades. But the current 
shakeout is particularly serious because "the farmers in serious financial trouble 
are not necessarily only the small, the poorly managed, the leas up-to-date," accord- 
ing to a report by a Cornell task force on farm economic problems. 

These days those having problems include "the larger, more heavily indebted 
farmers who tend to be the more progressive, leading fanners," the report said. 

The region's farm problems, though serious, are not as drastic as those in the 
Midwest, most ofTicials said. 

"Iowa is wall-to-wall farms, but New York is a more diverse State, both in terms 
of agriculture and its overall economic base," said Jane W. McGoingal, co-chairman 
of the Cornell task force report. 

In the Midwest, farm land values have pluneed dramatically, from £2,000 and 
S3,000 an acre to less than £1,000 today, seriously eroding farmers' assets and bor- 
rowing power. But land values in the Northeast, where housing and industry com- 
pete with farming for land, actually increases about T percent from 19S4 to 1985, 
Mr. Riley said. 

The farm problems are not confmed to the farm. Small towns, too, are being hurt 
as formers go out of business. "A lot of businessee on Main Street have seen a down- 
turn in the volume and are having trouble making it," Professor Brake, of Cornell, 
said. 

REVIEW OP THE FARM CRISIS 

Senator Grassley. And I would also like to draw my colleagues' 
attention to the fact that in July 1985 there was a Wharton Econo- 
metrics study which estimated that the eventual cumulative loss of 
the GNP due to the depressed farm economy will total $30 to $49 
billion. So obviously, this issue ought to be important to more Sena- 
tors than just those of us sitting here. 

Most of the difficulties that farmers face, whether they be falling 
land values, high-interest rates, low-commodity prices, the loss of 
export markets, increased competition from imports — practically 
all of those things can be attributed to ill-considered Government 
policies. 

Now I'm not going to sit here and say that all the problems we 
have are because of unwise political decisions, but I am going to 
say that a major portion of the problems we have in agriculture 
come from bad decisions not just in this administration but over a 
period of the last two or three, and not just the Congress, not just 
the President, but edso the Federal Reserve Board. 
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Congress, the administration, the Federal Reserve Board have all 
made disastrous decisions which now endanger the livelihood of a 
significant percentage of the Americsm fanners. 

Over the long term the solution to the farm crisis lies in lower 
Federal budget deficits, lower interest rates, a lower value of the 
dollar, and more farm exports. 

Unfortunately, these solutions don't do anything for the farmer 
who cim't get any operating money this spring. The Wall Street 
Journal estimates that the Farm Credit System will not finance 
100,000 borrowers this spring and that one-third of Iowa farmers 
still have not lined up operating loans for putting the crop in this 



The Senate Banking Committee, however, can do something to 
help that Iowa farmer get operating money this spring. Congress 
should instruct the Federal bank regulators to allow commercial 
banks to defer for up to 10 years losses which result from debt re- 
structuring. This gives banks incentives to write down debt to man- 
ageable levels and to keep productive farmers in business. 

This is a simple and it is a humanitarian solution which doesn't 
cost the Government one dime, but gives the farm economy some 
time to adjust to the new economic environment. 

There isn't any reason for Congress to help banks foreclose, so I , 
don't think that the looser regulatory treatjnent should apply to 
losses resulting from forced liquidations. 

The question Senators should keep asking ourselves as we look at 
different proposals is, "Will this help the individual farm borrow- 
er?" 

The Farm Credit System bill that we just passed in December 
has resulted in more foreclosures in the Omaha desert. The System 
now can afford to liquidate more because Federal dollars are on 
the way and they have no reason to compromise with the borrow- 
ers. 

Now Congress should not repeat this mistftke and to give com- 
mercial bankers a perverse incentive to foreclose as well. 

The large multinational banks have been given time to restruc- 
ture their troubled international loans. The savings and loans have 
been allowed to operate with negative net worth. Continental Bank 
and Chrysler have stoyed in business with Government help. I 
don't see how £myone could argue with a straight face that we 
should not help the farm economy because it would distort some 
mythical free market. 

There are other steps beyond the jurisdiction of this committee 
which Congress should also take to head off the credit squeeze this 
spring and I will just quickly refer to them: Senator Boschwitz' bill 
No. 1; No. 2, we should change the way the Farm Home Adminis- 
tration guarantees are treated for budgetery purposes. Currently 
the entire value of the guaranteed loan is counted against the 
guarantee budget even though the highest amount that can be 
guaranteed is 90 percent of the loan value and the Government his- 
torically has paid only 5 to 10 percent of the guarantees. A change 
in this accounting procedure would free up much more Farm Home 
Administration guarantee authority. We should approve Senator 
Nickles' legislation which stops the Farm Credit System's unneces- 
sary foreclosures. Also, the farm bill authorized $490 million of 
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Farmers Home Administration interest rate buydown money over 
the next 3 years and we should push more of that money, but just 
up to that amount of money, forward so that it can be used for re- 
structuring this year. 

I weint to thank the chairman for holding these hearings and al- 
lowing me to testify and I look forward to working with my col- 
leagues to pass legislation dealing with these issues. Thank you. 

The Chairman. Thank you. Chuck. 

Senator Abdnor. 

STATEMENT OF JAMES ABDNOR, U.S. SENATOR FROM THE STATE 
OF SOUTH DAKOTA 

Senator Abdnor. Mr. Chairman, Senator Proxmire, members of 
the Banking Committee, I thank you for holding this committee 
meeting on a particular subject that's so important to the Midwest 
particularly but, as Senator Grassley pointed out, is spreading 
across the whole country — the farm problem. 

I've often wondered what it was like to serve on this distin- 
guished committee, but after hearing the bantering and exchange 
that goes on between you I don't think I'd want to try to keep up 
with the quick wits that seem to be here. I just want you to turn 
those wits to the problem at hand and I'm sure we could do well in 
solving the problem that I have such a great interest in. 

And I want to thank the chairman — I've bugged him on several 
occeisions euid he's even been kind enough to come to the office and 
sit down with some of us so we could discuss the agricultural prob- 
lem which I know interests this entire committee. It couldn t be 
otherwise, because all of you come from States that have some ag- 
riculture and it's catching up with the whole country. 

As I know that my fellow farm State Senatcrs on this panel can 
attest to, the high volume of farm debt included in the asset struc- 
ture of the majority of rural banks that has become exceedingly 
burdensome to the lenders. For many banks in my State diversifi- 
cation is not an option. The asset base which generates South Da- 
kota's GNP is highly concentrated. Without a diversified asset 
base, amd in many cases without access to capital markets, farm 
banks in South Dakota have no alternative but to grit their teeth 
find hope the next year is going to be better. 

Mr. Chairman, I don't need to dwell on the endless number of 
statistics which have been generated to shed light — or perhaps 
darkness is more appropriate — on the problem faced by agricul- 
ture. You and I are both aware of the fundamental reasons for the 
current credit crisis. I know as well as anybody that agriculture 
has been dealt a bad hand, but quite frtmkly, I'm sick and tired of 
hearing about the problem. I'm just about fed up with the doom 
and gloom scenarios being painted by those who have nothing more 
constructive to do than to criticize. 

HIGH TIME TO FOCUS ON SOLUnONS 

'. Chairman, it's high time we begin to focus on solutions to 
problem of agriculture and the credit crunch it hfis created. I 
It you have a number of options under consideration for deal- 
ing with the credit crisis and all I ask is that when you and your 
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colleagues begin to determine the proper course of action you give 
Cfu-eful attention to treating not only the symptoms of the problem 
but the roots as well. By mat, 1 mean I hope you will focus your 
efforts on assisting the key player in the game and that's the bor- 
rower. 

The viability of any lending institution is based on the ability of 
its borrowers to service their debts, not on the institution's ability 
to dispose of assets aSter foreclosure. The stabilization of agricultur- 
al borrowers' debts and their ability to cash-How that debt is cru- 
cial to the success of any solution. For that reason, I believe any 
serious solution must be borrower-oriented and not simply bank- 
oriented. 

In my opinion, some sort of restructuring of current borrower 
debt is an absolute must. 

I've atroi^ly supported my distinguished colleague and good 
friend from Minnesota, Rudy Boschwitz, who has been highly in- 
strumental in developing a borrower-oriented package which calls 
for a restructuring of farm debt. 

This bill, the Farm Credit Partnership Act, proposes several pro- 
visions designed to restructure existing debt. 'This bill consists of a 
6-percent interest rate buydown, a principal forgiveness provision, 
and a stretched out amortization period allowing bemks to write off 
the forgiven principal over a lO^year period of time, this is the 
same legislation that Senator Grassley was mentioning a few mo- 
ments ^o. 

In addition, I believe the Farmers Home Guarantee Program can 
be utilized to a much greater extent than it currently is. Expansion 
of the guarantee program would be a very cost-efEicient means of 
stabilizmg and restructuring agricultural debt. 

Further, change in the accounting treatment of FmHA gueutm- 
tees to reflect their true budget impact would be of great assistance 
in making more guarantee capital available. As 1 understand it, 
guarantees are scored doUar-for-dollar in the budget when they are 
actually a contingent liability and not a direct ouday. 

In summary, Mr. Chairman, I fully support your efforts to ad- 
dress this problem and hope that your committee, in conjunction 
with the banking regulators, will direct your efforts not only 
toward policies that will stabilize bank capital but also toward poli- 
cies which will get to the guts of the credit crunch — the borrowers 
who need to cash-flow on their debt. 

The need for action is clearer now than ever before and nowhere 
more evident than in the agricultural sector. Farm banks have ac- 
counted for over 50 percent of the bank failures in the last 14 
months, a glaring example of the need for Congress, the regulators, 
and the lenders and borrowers alike to work together to secure a 
stable future for both lenders and borrowers of agricultural credit. 

Thank you. 

The Chairman. Thank you, Jim. 

Congressman Bruce, we're happy to have you before the commit- 
tee today. 

Senator Ddcon. Mr. Chairman, would the Chair indulge me? 

The Chairman. What would you like to be indulged in? 

Senator Dixon. The witness is an old friend. I'd like to present 
him to the committee, Mr. Chairman. 
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The witness is Congressman Terry Bruce from my State who is 
an old friend who served with great distinction in the Illinois State 
Senate for a great many yesirs as the msgority leader of the Illinois 
State Senate. He is completing his first term in the Coi^ress and 
will be here a long time. 

He represents the district encompassing the University of niinois 
and some of the finest and most fertile farm Isind in the world in 
Champaign County, and I'm dehghted to introduce to this commit- 
tee a very fine Congressnifin, Congressman Terry Bruce, from my 
State of Illinois. Thank you, Mr. Chairman. 

The Chairman. Thank you, Senator. 



STATEMENT OF TERRY L. BRUCE, U.S. REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ILLINOIS 

Representative Bruce. I eilmost wanted to wait for applause from 
the audience after an introduction like that. I appreciate Senator 
Dixon's introduction. 

I appreciate the opportunity to testify before your committee. I 
have introduced in the House H.R. 4241, which is a House compan- 
ion bill to Senator Dixon's bill, S. 1943, and I'd like to Eissociate 
myself with the remarks that he made earlier today and also to 
theuik him for the assistance he's given to me. I share his belief 
that we've got to act very quickly in this matter to assist farm 
bankers and borrowers. 

The farm economy in Illinois is certainly in a very critical state. 
Nationwide, last year we lost over 40,000 farmers and the niinois 
Crop Reporting Service believes that we could lose 4,000 to 5,000 
farmers in Illinois this year alone. A record number of bfuiks are 
on the watch list and the FDIC has stated that as many as 150 ag~ 
ricultural beinks could fail this year, up from 62 last year. 

That has a ripple effect in my district, which contains very many 
small communities. Now, 15 of the 18 counties in my district face 
double-digit unemployment. I think we've got to act now before the 
situation worsens. A bank fmlure in my area in one of the small 
towns increases the risk of foreclosure not only for area farmers 
but also for the small businessmen who already are having a very 
tough time paying off their loans. Stopping the financial erosion in 
small communities is as vital as stopping soil erosion on our ffirms. 

AMORTIZE LOAN PAYMENTS OVER 10-YEAB PERIOD 

The l^nslation we have introduced allows farm banks to amor* 
tize loan payments for a period of 10 years. It will give beinkers and 
farmers breathing room, and they have to have that breathing 
room to cope with the very tight agricultural situation they face. 
Farmers do not leave farming, nor do banks foreclose, in my area, 
unless they have exhausted every other option. The banks don't 
want to put farmers out of business. But although the farm banks 
have been strongly and solidly capitalized, so much of their portfo- 
lios now are ti^ into farming that with the farming situation is 
down they've l)een very vulnerable to the fluctuations in the farm 
economy. 
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They have been caught with a unique combination of bad news 
in Illinois. A dramatic drop in farm land values reduced the collat- 
eral value of most of their loans. High-interest rates and low-crop 
prices, on the other end of the spectrum, have eroded the farmers' 
ability to pay off those notes. 

Nonperforming loans reported at agricultural banks are trending 
upward and all signs indicate that rural lenders and their custom- 
ers will face even more severe dif^culties this year than last. 

We've had some hints of an improvement in the situation. The 
University of Illinois has reported that farm land values have bot- 
tomed out and begun to stabilize. In fact, they are up about three- 
tenths of 1 percent in Illinois. But farm exports, interest rates, and 
farm profitability won't turn around overnight. And farmers are 
going to need capital in Illinois in the next couple of months to get 
the crops in the ground. So we have to make credit decisions right 
now for Illinois farmers. 

The legislation before you is simple and straightforward. It will 
facilitate banks cleaning up their portfolios by going ahead and 
charging off loans when that is warranted. Under current law, if 
they charged them off, the banks would face a large reduction in 
bai^ capital. This would substantially weaken their ability to sus- 
tfun even their good borrowers. I want to emphasize that, that an 
immediate chargeofT of the loans that they have in the agricultural 
area will force most banks in my area to stop loaning even to the 
best borrowers they have. By allowing banks to take losses over 10 
years, we can improve their chance for survival and their ability to 
work with troubled borrowers. 

A second part of the bill which sdlows agricultural banks to am- 
ortize losses on farm land would help stabime land values and help 
banks manage the devalued land they now hold as bankers. 

I don't want to go into the details of the legislation, but I would 
just note that there's a groundswell of support for a loan loss defer- 
ral. The Independent Bankers, the Americim Bankers, and the 
Pfum Bureau all support this proposal. The FDIC has indicated 
their willingness to give it serious consideration. 

This bill won't solve the farm crisis, but it's a transitional meas- 
ure that will give assistfince to keep rural credit available, keep 
farmers farming, and give small community — again emphasizing 
small communities — that depend on agricultural banks some stabil- 
ity. 

Farm credit is already tight in Illinois. Fsuraers Home Adminis- 
tration office located in Champaign, IL, have already indicab that 
they've got more credit requests than they can handle. I thu 
need to take full advantage of the 1985 farm bill which giv 
an interest rate reduction buydown, but commercial bsm] n 
area don't have the FmHA backing of the Farmers Home tr 
nor do they have the flexibility given to the Farm Credit t 
last fall. So they still find it very hard to make ends n 
serve farmers tms year. Given the tight Federal budget sii 
the ability to amortize agricultural loan losses will be partici 
iniportant to help the bank make lending decisions next yeeir. 

This legislation offers temporary relief for farm banks. It 
r^ulatory adjustment which offers agricultural lenders a cl 
for self-help, and it costs nothing. I believe this c 
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year, agricultural banks could face a targe reduction in their bank capital. This 
would subttantially weaken their ability to sustain even their good borrowers. By 
allowing bank* to take losae* over 10 years, we can improve their chance for surviv- 
al and their ability to work with troubled borrowers. The second part of the bill, 
which allow* agricultural banks to amortize loaHee on farmland they have acquired, 
should help stabilize land values and help banks manage the devalued land they 
now hold. 

1 won't take the time to go into the details of this legislation right now. What's 
Important Is that there ll a groundswell of support for a loan loss deferral program. 
The Independent Bankers, tne American Bankers, and the Farm Bureau support 
thl* prupoaa), and even the FDIC has now indicated its witlingneas to give it senoua 
considers I Ion, This bill won't solve the farm criaia. but it will provide needed transi- 
tional naslstance to keep rural credit available, keep farmers farming, and give the 
small nimmunitiea that depend on agricultural banks some stability. 

Farm credit Is aoing to get very tight very soon. Already PmHA officials in many 
StAtM, Including Illinois, have more credit requests than they can handle. I believe 
Ihat we must tike fVill advantage of the credit provisions of the 19S5 farm bill, in- 
cluding the new Interest rate reduction program. But commereial banks, which have 
nvlther the FmHA'a Government backing, nor the new flexibility we made available 
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to the Farm Credit System last fall, will still find it hard to make ends meet ami 
service their fanners this year. Given the tight Federal budget situation, the ability 
ta amortize agricultural loan loeses will be particularly important to banks making 
lending decisions this spring. 

Our legislation provides temporary relief for farm banks. It ia a regulatory adjust- 
ment which offers agricultural lenders a chance for self-help. It costs nothing. I be- 
lieve this legislation represents an important component of efforts to keep our agri- 
cultural banks and their cuatomen in busineae. I appreciate the committee's giving 
this issue high priority. Thank you very much, Mr. Chairman, 

The Chairman. Thank you very much, Congressman. 
Senator Proxmire. 

OPENING STATEMENT OF SENATOR PROXMIRE 

Senator Proxmire. Thank you, Mr. Chairman. 

First, I want to congratulate the three witnesses who have testi- 
fied this morning. I think they have done an excellent job. I think 
they are absolutely right. Too few people, unfortunately, in the 
Congress and in the country really understand and appreciate the 
terrific problem that farmers have. 

The long hours they work — the University of Wisconsin has 
found in our State the typical farmer works 10 to 12 hours a day, 
52 weeks a year, 7 days a week. They are enormously efficient and 
productive, the most efficient group in our society. Last year we 
had a drop in productivity overall for this country, but farm pro- 
ductivity increased 11 percent. So they are productive, they work 
hard, they make a big investment. They do everything people are 
supposed to do in a free enterprise system to make money and 
they're losing their shirt. 

So I think your testimony is very, very helpful, pEirticularly in 
view of the fact that I now find — I don't know if you saw that arti- 
cle in the New York Times just last week I think it was — that for 
the first time, more than half the people in the country believe 
that we should help the farmers. That's unusual because we have a 
very small percentage of people who are Etctually on farms now, 
about 3 percent. More than half the people now say we should help 
the fEumers because they know they have worked very hard, they 
deserve it, and that the country's future depends on a strong agri- 
culture. 

I would like to £ilso say that the bill offered by my two friends 
from Illinois, Congressman Bruce and Senator Dixon, makes a lot 
of sense. I'd like to ask you about that, Mr. Bruce. 

I understand that what the bill provides, on page 2 — I'll just read 
part of the first sentence: 

Any loss in any qualified agricultural loan that an agricultural bank would other- 
wise be required to show on its annual financial statement for any year between 
December 31, 1984 and January 1, 1990 may be amortized on its flnancial statement 
over a period not to exceed 10 years. 

Now I understand that the administration etlready has a Loan 
Loss Deferral Program for big banks in trouble from their foreign 
loans and that permits these loans to stay on the books not for 10 
years but forever. 

You're asking for a more modest consideration for our farmers, 
American citizens who pay taxes, than for foreign loans. It seems 
to me that makes an awful lot of sense and, as you say, it's not 
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going to cost anything unless we have a complete collapse of the 
agricultural system. 

Let me just defer asking questions and tell you that I think you 
did a great job. Thank you very much. 

The Chairman. Senator Mattingly. 

10-YEAR PROVISION 

Senator Mattingly. I would just like to ask any of the three wit- 
nesses, with reference to the loan loss deferral, I know that Sena- 
tor Dixon's bill has a 10-year provision in it, but have you given 
any thought to a lesser number of years, something like 5 years? 

Senator Abdnor. I think it's interesting that all three of us pro- 
posed 10 years, not knowing what each omer weis doing here. Obvi- 
ously, that seems to be the thought, but I'm sure banks would ap- 
preciate any kind of adjustment in that. 

Representotive Bruce. Regarding the 10-year period, as we saw it 
in IlUnois, this is a transitional bill and I would perceive the usage 
of the legislation would occur within the next 5 years. We hope 
that by that time the farm economy is restabilized and Ifind values 
and prices are both up. The 5-year window of opportunity would 
stretoh the amortization over 10 years, but I think there are some 
accounting procedures that should make us wary of going beyond 
10. And 10 seems to be the figure. 

Senator Mattingly. I wasn't recommending going beyond 10. I 
was recommending the possibility of looking at a lesser number of 
years. 

Representative Bruce. Well, frankly, the problem with, for ex- 
ample, cutting that in half is that I don't think for many farmers 
Emd banks a 20-percent writeoff per year would be very much as- 
sistance. When it's a matter of going into the banking end of it to 
write off a bad note that's running over $500,000 or something, to 
some of these banks 20 percent would still be a difficulty. We 
thought 10 years gives a chance for the bsmk to work it out and 
also for the area fanner to understand that when they borrow the 
money 10 years is the maximum paybsick. 

Senator Mathngly. I was just looking at the possibility that 
there will be some interim — it probably won't be 10 years, I would 
guess, being pragmatic as we are. 

That's all the questions 1 have, Mr. Chairman. 

The Chairman. Senator Dixon. 

Senator Dixon. 1 will defer my question opportunity, Mr. Chair- 
man. There are other witnesses here, including a distii^uished lUi- 
noisan, the president of the Independent Bankers Associations, so I 
think I'll wait and question him later. 

I want to thank these witnesses for their iine presentations, Mr. 
Chairman. 

The Chairman. Senator Gorton. 

Senator Gorton. I agree with Senator Dixon. 1 do find it remark- 
able how similar the testimony of these witnesses hM been, appar- 
ently without checking with one another. 

1 appreciate the advice of both of my two distinguished col- 
leagues here and im^ friend, the Congressman from Illinois. 

The Chairman. Senator D'Amato. 
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Senator Grassley. Mr. Chairman, could I say one more thing? I 
had the opportunity to testify before Senator Gorton's committee 
last summer dealing with the re^Iatory practices of the Comptrol- 
ler of the Currency and the other r^ulatory bodies. 

I've had an opportunity to meet with a lot of those people in my 
office in the months since then, and we're always led to believe 
that there are changes being made, but I haven't seen see any dif- 
ferences in the process of examining to accommodate these prob- 
lems we have at the greissroots. What's coming out at the other end 
is very different from what we're told here. 

In other words, the examiners are going into individual banks 
find there's the same lack of sensitivity toward the problem, lack of 
understanding the problem, and none of the things that we're told 
that would be done to accommodate the situation— none of them as 
extreme as this l^istation we're talking about obviously — are 
being carried out. 

So, if people here in Washington sincerely want things to be 
changed, then I would hope this committee would use its power 
and prestige and oversight function to see that those changes are 
being carried out at the grassroots. 

The Chairman. Senator D'Amato. 

Senator D'Amato. Thank you, Mr. Chairman. 

I am intrigued by the loan loss deferral l^islation that my dis- 
tinguished colleague. Senator Dixon, and my other colleagues have 
put forth, and I'd just like to ask one question because I am in- 
clined to be supportive of this legislation — whether or not the 
period of December 1984 and the date 1990 — I think you need the 
10 years by the way — that's absolutely, because otherwise you're 
not giving — as the Congressman testified, 20 percent writeoff, 
you're not helping. 

But one of the areeis you might get in trouble or I could see some 
trouble is saying, "Well, look, you're going to say this is a policy for 
loans that are going to be made out to 1990,' is that sacrosanct 
with you or could you see bringing that 1990 date back? 

I think it's important to say that the people are in trouble now 
and on those to give them some relief because you have a well-es- 
tablished pattern already on the books. So if you could shrink that 
1990 date back, what would your feeling be on that? 

Senator Dixon. Well, I thuik I would be open to any suggestions, 
may I say to my distinguished friend from New York State, and 
there are some excellent witnesses that will follow our coUeeigues 
here that will discuss the technical aspects of this both as to the 
period of amortization — because as you know I have a 30-year bill 
and a 10-year bill before the committee — both as to those proposi- 
tions and the other dates in the bill, 1 would be open to the sugges- 
tions of this distinguished committee eis the hearing unfolds. 

Senator D'Amato. Once again, I want to commend the witnesses 
and thank my colleague. 

Senator Dixon. I thank my friend from New York State. 

Senator Abdnor. I certainly want to thank you all for allowing 
us this opportunity to express our thoughts on this problem. 

The Chairman. We appreciate your testimony. Thank you very 
much. 
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Next T4 like to call to die ■ iun» table Onriea O. SetfaneaB, As- 
fMtiwtf Secret ar y lor Domatjc nuance. DepTtmwit of tfae Treas- 

Hr. Setfaneai, if yon would hold tar just a momeiit. we have the 
- Of hanng the diMiiigai^ied ,----■ 



would like to boir from him. 

STATCMEyr OF BOBEBT DOLE, L .& SENATCA. FKOH THE STA1S 
W KANSAS 
Senator Dolk. Mr. Qiairman, I appreciate very mncfa just to 
oome b^ and I don't know what the p re vi o u B membera have said 
but to indirwt^ the se v e tity of the praUeai and abo to indicate to 
oommittee members that if we can report flomethiog out of this 
committee I will do my best to get it op, if not this mooth, at tfae 
cariiest ponsble time, beca u se there is a proUem and I think yoa 
have tfae expertise. 

(WPOSBD TOBUmOWN PBOGKAM 

I'm not one of those that says we ought to have a big interest 
buydown program and get into a lot rf nAittinnal costs. I don't 
really believe that would finally address the problmL 

I know some of my colleagues feel very strongly there should be 
some combinatiffli of Federal buydown and St^ buydown and 
then the bank would take another cut. 

But I wanted to stress primarily that we are prepared to bring 
up a bill if we could get one out of this committee, hopefully with 
bipartisan support, and some agreement on the floor that we re not 
gtnng to try to Christmas tree it. I know the Chairman feels very 
strongly about bringing out a bill after a lot of hard work and ev- 
erybody tries the old game of oneupmanship — who can do the moat 

But on this committee, I think if you had a strong effort with 
Democrats and Republicans, you would have fair success as you 
know on holding the tine on the Senate floor and that would en- 
courage me to bnng the bill up rather quickly. 

I would only make one or two suggestions and I apologize for 
being in the way here, but I think one concern that we have in the 
farm area — and I don't disagree with any of my colleagues and I 
can almost imagine what they may have said — we did address the 
Farm Credit System eind it's pretty hard for our farmers to under- 
stand and many small bankers to understand how we keep talking 
about ren^otiating all the foreign debts and we're not really focus- 
ing on a number of small commercial banks that are in real trou- 
ble. In parts of my State where there are not many people, when 
the bank is in trouble, when the bank closes up, the community 
closes up. So we would like to keep people out in the small towns 
in Kansas and throughout America. 

You all know the statistics. We had 120 bank failures last year 
and 13 of those were in Kansas. There are many more Kansas and 
other banks on the trouble list. 1 guess you could blame the lenders 
and say they should have been more prudent loans, they were too 
optimistic on commodity prices. 

We've got sort of a double problem in parts of America. In addi- 
tion to bad troubled farm loans, we've got some energy loans that 
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Banks and thrifts, both within and outside a State, should be 
given the ri^t to provide financial services before the bank is per- 
manently closed. 

This is an emotional issue among many bankers, but again, I've 
seen entire towns dry up when the bank closes and I'm more con- 
cerned about maintaining banks in the communities than bankers. 

I've just touched on a couple of areas. I know that the committee 
here will do the right thing. I'm not certain just what that is. 1 
don't know if anybody knows at this point. But again, 1 would indi- 
cate to the chairman and members on both sides, that if you get 
something ready, we will get it up on the Senate floor. 

[The complete prepared statement follows:] 
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The CHAniMAN. Senator Dole, I thank you for your appearance 
and I would say to you that we will conclude these hearings next 
week. We have einotner day of hearings on the March 11, and then 
we will move as rapidly as possible. 

Now it IB my intention to move ahead as soon eis we can to a 
markup. It is my feeling, although I have not polled every member 
of the committee, that we are not too far apart. Senator Dixon has 
fdways been very easy to work with on this committee and al- 
though he has a bill, I'm sure he recognizes there could be some 
iidjustments in that bill. Congressman Bruce, on the House side, as 
well. 

I think it's possible that we can get together on a bill and if we 
do I would hope that it could come out of this committee unani- 
mously and that we would also take a position then that we would 
oppose any amendments on the floor. 

Senator Dole. That would be a key. Otherwise, there's going to 
be, £18 I said, sort of a Christmas tree approach. If the members of 
this committee on both sides serve notice on the rest of us, myself 
included, that you did your best, this is the product, let's see what 
happens — my view is Uiere wouldn't be any amendments success- 
fully offered. 

liie Chaibman. Well, as you know, in the years I've been chair- 
mem of this committee, I have never liked l^pslative Christmas 
trees. 

Senator Dixon. Mr. Chairman 

The Chairman. Let me just conclude and then I'll turn to you. 
Many times I have stood on the floor and said, "I wilt propose to 
table any amendment, even if it's one that I like." I have done that 
before and I think that under the circumstances, with the need for 
some haste and spring planting coming along, the last thing we 
need to do is to get out there aim have some giant bill emerge after 
we have produced one in the committee. 

So I appreciate your comments and your willingness of support 
and that s what we will attempt to do. 

Senator Dixon. 

Senator Dixon. Mr. Chairmfm, before the majority leader leaves, 
if I may comment and also express my appreciation to the Chair 
and to the majority leader. As we all know, I offered the 30-year 
amortization Eimendment to the 1985 farm bill which lost on a close 
rollcall 44-to-47 vote, and then I was prepared to offer something 
similar on the Farm Credit System legislation and the Chair and 
majority leader both assured me that if I did not do so at that time 
there would be appropriate hearings as soon as possible this year, 
and I want to thank them boUi for delivering on that promise and 
particularly the Chfur, who's in control of this committee, and I 
want to express to both of them my personal appreciation for their 
support of this concept. 

I appreciate the fact that there will be some modifications find I 
am prepared, as a member of the loyal opposition on this side, to 
support whatever reiisonable concept we can all come together 
upon and to support that with all the enthusiasm at my command 
on the floor of the Senate, and I do want to express the personed 
appreciation of many of us involved in this process to the Chair 
and to the majority leader. 
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Senator Dole. Well, thank you. And 1 think we can find the 
time. We ought to be able to do it in a couple of days, wouldn't you 
think, if we had tin tigreement? 

Thfuik you very much. 

The Chairman. Thtink you. Senator Dole. 

Mr. Secretary, please proceed. 

STATEMENT OF CHARLES O. SETHNESS, ASSISTANT SECRETARY 
FOR DOMESTIC FINANCE, DEPARTMENT OF THE TREASURY 

Mr. Sethness. Mr. Chairman, and membere of this distinguished 
committee, I am pleased to have this opportunity to present the ad- 
ministration's views on the difHculties facing insured agricultural 
banks. I look forward to working closely with you on this and other 
financial institutions issues. 

I would propose to summarize my statement orally with the un- 
derstanding that my full written statement will be placed in the 
record. 

The Chairman. Absolutely. We would be happy to put your full 
statement in the record. 

Mr. Sethness. ITie problems in our agricultural sector have cre- 
ated serious financial and personal difficulties for many farmers. 

FED REPORTS 80 TO 85 PERCENT OF FARMERS ARE IN GOOD SHAPE 

We are alert to these problems. Nevertheless, we also must ex- 
amine this issue in a fair perspective, given the many demands on 
the Federal Government's resources today. For example, according 
to the Federal Reserve, 80 to 85 percent of all farmers remain in 
sound finfincial condition. 

Agriculture is going through a major transition in America. And 
it must do so if it expects to compete effectively for export markets. 
The new farm bill authorizes the expenditure of at least $50 billion 
over the next few years to ease the way. The lower dollar will help, 
too. 

Despite the difficult near-term outlook, the administration be- 
lieves the bank regulatory structure and the farm iissistance pro- 
grams currently in place make the problems at agricultural banks 
manageable. We believe, however, that it is criticeil for the bank 
r^rulatory agencies to continue to work constructively with farm 
banks on their problems and the concerns of their borrowers. We 
will strive to assist the regulators in this task. 

The remainder of my statement presents an overview of the 
nature of the financial problems of agricultural banks; discusses 
how recent legislation strengthening the Farm Credit System and 
the programs of the Farmers Home Administration benefit these 
banks; and, third, addresses the major special assistance programs 
that some agricultural bankers are requesting. 

First, as to the financial problems of agricultural banks. Most ag- 
ricultural banks are still sound. But the number of individual 
banks with problem loans is increasing. The agricultural banking 
sector will continue to face trying times until agricultural incomes 
and land prices stabilize. The FDIC and the Office of the Comptrol- 
ler of the Currency have stated, however, that they do not believe 
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majkix. trjr Aiatncan tarm prutfaxa. Tfae &c!icd evib a 
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We ouise be carnal not to Pigf^ cfaac aH bask £K&zns defvnc 
iSLall comffitmitks of tfaeir local knden. Lale bK ?w. tfae FIMC 
tesCtflerf m the Hotue that 40 of die 50 asrienltiml banks tfaaa bad 
Called at of that time had been reopened. eillKr a> frecMMdoK 
banks or as branches at anodier bank. This &et does not deny tbe 
hardship to the banker and vme proUem banrwen. BM cltrnt y 
we hare wajn to luatntam ciedit tn ntral tomis and oomnnBAei 
without resorting to poasblj ooaClr gtrfntioas to assist all uindJ e d 
banks. 

ASPECTS or THZ 19%5 ACT 

I'd like to turn now to the Farm Credit Amendments Act of 19^ 
Late last year, I was de^ljr involved with the dr a ftin g and enact- 
ment of Uie Farm Credit Amendments Act of 1985, wiiidi the 
President signed into law on December 23 of last year. Becanae this 
legislation moved so rapidly, many peo|^ remain only partially in- 
formed about its contents and effects. I would like to desezibe the 
act briefly for you because agricultural banks will benefit notal^ 
from its passage. 

The act strengtbms the Farm Credit Syst^n [PCS] in three 
major ways, f^rst, it enables the PCS to help itself by transferring 
its substantial surplus to Uioee districts in greatest need of capitaL 
"Hiis additional capital will help hard-pressed PCS disbrictB to 
absorb losse s and work with debt^tressed farmers. Second, the act 
reforms the Parm Credit Administration by mnkjng it an arms- 
length regulator and granting it powers to ensure that PCS lesiden 
operate in a safe and sound manner. Third, the new law gtvea a 
carefully restricted backstop to the PCS to ensure its atnlil; to 
fund itself in the capital markets. 
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Some agiicuhiural bankeis have cootcnded that since CmgiesB 
enabled t^ Paim Credit SysieiD to help itself, CongiesB s^Nikl 
help than. lUs leasooing is hi^ily irmiic. It ignmes: tne. the sig- 
nificant diflferenceB b etw ee n the PCS and form banks, as welt as 
the nature (rf* the help FCS recored; and two, the critical feet that 
a viable PCS helps agricultuial banks in many ways. 

Hrst, the FCS dif^s Gram banks. It is a {Hirately owned coc4iex>- 
ative that is durtered by Coogreas to sui^ly credit and doeely re- 
lated so^ices to brmers and ranchers, "nie System's atynaimate- 
ly 800 cons ti t u Mit units are linked together trf. one, thor retiaoce 
on cmsiriidated biHTowin^ in public debt markets — about $68 bil- 
lion vf delit outstandinK two, the jtunt and several Ualttlity of the 
37 System banks that play the k^ intnmediaiy role; thiee. ksa- 
ghi>ritig contracts; ""wl four, th^r CMnnMn 1«%»»1 estabUshmmt 
under the Farm Credit Act cf 1971. 

llie Farm Credit System is diartered by Congress to aarve only 
one sector of our eccmomy— agriculture. It does not have the diver- 
sified asset p owe i ' s that banks oijoy. In additi<Hi. the FCS raises lis 
mimey in the bond markets, whereas banks fond themselves 
throu^ Aeptmta — with tbeir liqoidi^ assured by deposit insurance 
and the Fed's discount window. If bcKid market investors lose o(hi& 
dmoe in FCS, there is no FDIC to stop the run. 

One nutjor aaaistance given the P(S by the 1985 act was the au- 
thori^ to shift surplus caiMtal ^om healthy institutions to the 
weako* cmws — annething that the ctMnmerdal banks are not likely 
to pn^ioee for themselves. Moreover, the package included a new 
requiremmt that PCS loiders must prepare indepmdmtiy audited 
financial statonents according to generally accepted accounting 
principles, just whrai the agricultural banks are seeking to looera 
their accounting standards. 

Second, there are a number tf ways in which the viable FCS 
helps agricultural banks. 

First, anmnercial banks are the largest single holder ot PCS 
bcmds. If these bcMids were to lose value, many agricultural banks 
would sufier razable losses. 

Second, FCS fills an important lending niche that most agricul- 
tural banks avoid — making long-term land loans. If FCS funds 
were not available, the banks would be pressured to meet this need 
of farmers. Federal Land Banks currently hold about $49 billion of 
farm debt — 23 percent of the total outstanding. This accounts for 
60 percent of farm mortgage finance. 

Third, if the Farm Credit System could not roll over its debt, it 
would have to liquidate its farm loans, depressing the value of 
farm land tuid other feirm assets even further. Such a dechne in 
farm collateral values would severely damage agricultural banks. 

Finally, FCS's owners are its farmer-borrowers. If they lose the 
value of their stock because FCS cannot pay its debts, many farm- 
ers will be unable to repay their loans from agricultural banks. 

The Farm Credit S>W«m reported a $2.7 billion loss for 19S5. 
leaving it with $3.4 ^='|ion of ear id surplus and loan loss reser\-es 
of $3.2 billicHL T Sy s ] lo I not disturbed the 

market for the b 
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RELIEF FROM THE FHA 

The Farmers Home AdminiBtration [FHA], an agency within the 
U.S. Department of Agriculture that holds 13 percent of total farm 
debt, also relieves the pressure on agricultural beuiks in several 
ways. Farmers Home Administration is a lender of last resort for 
farmers, other rural residents, and rural communities unable to 
obtain credit at affordable rates and terms from commercial lend- 
ers. 

The Farmers Home m^or loan progrfims, which I describe in my 
testimony more fully, include farm operating loans, long-term farm 
ownership loans, emd disaster emergency loans. 

In addition, in September 1984, the administration introduced 
the Farmers Home Administration Debt Reduction Prt^am to 
help farmers and banks. Under this program, the Farmers Home 
guarantees up to 90 percent of renegotiated loans on which a bank 
has written down the principal and/or reduced the interest charges 
sufficiently for the borrower to be able to service his debt. There 
has been surprisingly little use of this program by the banks. 

The newest Farmers Home progrsun to assist farmers and their 
bankers wtis authorized by the 1985 farm bill. The act provides an 
Interest Rate Reduction Program for loans made by cominercial 
banks and guaranteed by Farmers Home. Under the prc^ram, 
Farmers Home matches up to 2 percent of interest rate reductions 
by commercied banks if the loan will ceish-flow at the reduced rate. 

Finally several special assistance measures proposed by the agri- 
cultural banking community and others. These include issuing net 
worth certificates, permitting extended loan loss writedown peri- 
ods, creating additional progrsuns for principal or interest buy- 
downs, placing a moratorium on foreclosures and relaxing State 
laws to ease the preservation of banking services to communities 
with a failing bank. 

I discuss each of these proposals in my testimony. Now, I'd like 
to touch on just one that's frequently ignored. 

Some restrictive State laws — pertaining to farm ownership, unit 
banking, and out-of-State acquisitions — exacerbate current prob- 
lems. Restraints on farm ownership reduce the demand for, and 
hence the price of, farm land. Unit banking States limit the ability 
of banks to weather losses through offsetting profits from a more 
diversified lending base. Moreover, States that still require ac- 
quirers of failing bfmks to run the banks as stand-alone operations 
make it hard or impossible for the FDIC to arrange purchases that 
could maintain banking service for many communities. Neither our 
rural citizens nor the FDIC can continue to afford barriers to 
branching in emergency situations. 

Similarly, the emergency acquisition provisions of the Gam-St 
Germain Act of 1982 severely restrict acquisitions of troubled 
banks across State lines: The bank must have ffuled, and must 
have assets of at least $500 million. This is populism for a few 
bankers, but not for farmers, not for people in small towns, and not 
for the other banks who must finance the FDIC. The emergency ac- 
isition provisions will expire on April 15 unless the Congress ex- 

ids them. If we want to manage the failure of small banks better 
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so borrowers and small savers are helped, Congress should elimi- 
nate these restrictions and extend the emergency provisions. 

In conclusion, we will seek full utilization of existing programs 
that give temporary aid to basically sound farmers and farm bank- 
ers who are encountering short-term problems. These supports are 
not insignificant. The Farm Credit System has just chartered its 
new Capital Corporation in order to channel System reserves 
where needed most. The Farmers Home Administration has al- 
ready begun to put in place its new $490 million interest rate buy- 
down program, and its other lending programs can continue to 
help both farmers and bankers. 

We also will continue to work with the bank regulators to consid- 
er the best means possible to ease the plight of farmers and hank- 
ers during this exceedingly difficult transition period. We must rec- 
ogniie, however, that r^ulators also have a long-term duty to 
ensure that banks are soundly nm and capitalized, so eis to protect 
borrowers, lenders, and the deposit insurance funds. 

The new special assistance programs that have been proposed 
are, for the most part, problematical in many respects. There is no 
panacea. In varying degrees, the proposals: (1) run the risk of actu- 
ally weakening the banking industry over time; (2) will likely be 
very expensive either now or in the future; and (3) pose serious 
questions of equity eis between lenders to various sectors of the 
economy. 

We recognize the seriousness of the Eigriculturiil bank problem to 
important areas of the Nation. We will keep at it. We will consider 
carefully all proposals to assist agricultural banks and will contin- 
ue to work with the Office of the Comptroller of the Currency, the 
Federal Deposit Insurance Corporation, the Federal Reserve Board, 
and the Department of Agriculture, and this body to develop ap- 
proaches essential to the long-term well-being of the eigricultural 
credit sector. 

Mr. Chairman, that concludes my statement. I would be happy to 
answer any questions the committee may have. 

[The complete prepared statement follows:] 
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The Chairman. Thank you, Mr. Secretary. 

Testifying after you today will be representatives of the ABA, 
the IBAA, and the ACLI. While the three seldom agree on any 
issues, they all recommend that we pursue development of a sec- 
ondary market for farm loans originated by commercial banks. 

Would you comment on their recommendation? 

SECONDARY MARKET FOR FARM LOANS 

Mr. Sethness. I'm sure that it would be very helpful to the agri- 
cultural bankers if it were possible to develop a secondary market 
in farm lozuis, whether it be long-term land loEtns or operating 
paper. And I, for one, would be quite delighted if such a market 
developed. 

I am concerned that the success of a secondary market in any- 
thing has everything to do with the credit quality of the underlying 
paper, which gets turned into securities to be sold in the secondetry 
market to ultimate investors. And my understanding from my in- 
tensive 6-month course in agricultursJ lending is that the problem 
with the kinds of loans that we would like to see a secondfiry 
market in is that they are not of the credit quality, for the most 
part, that would be readily acceptable in the securities market. 

The proposals to work toward a secondfiry market that I've seen 
tend to include credit support eind enhtmcement to make up for 
that shortfall in basic credit quality, and the most frequently men- 
tioned source to lend that credit enhancement is the Federal Gov- 
ernment. That is another further federalization of the credit mar- 
kets, which we sire not in favor of, and it would involve severe risks 
of having budget costs for the Government. 

The Chairman. As a way to stabilize farm real estate values, the 
ABA in their testimony recommend that the existing law requiring 
bsmks to divest themselves of agricultureil real estate within 6 
years be extended to 10 years with an additional 5-year discretion 
granted to the Comptroller. 

Obviously, the theory is based on selling land in a declining 
market just exacerbates the problem and further deflates asset 
values. 

How would the administration react to a proposal to extend that 
period of time? 

Mr. Sbthnbss. It's not something that I have thought a good deal 
about or that I think that there would be an administration posi- 
tion on at this moment. I know that the FDIC has proposed flexibil- 
ity for asset holding periods, and I have not had an opportunity to 
taik with the Comptroller's Office about how they would react to 
that concept. 

The Chairman. Well, I think what we're lo i - > 
wants a bailout. No one weints big impacts on 
of the other difficulties we're having. But it 
should be some flexibility. To force ban) to ( 
they are at a low point doesn't mal a 
when we're talking about seifety ana 
help them. On the one hand, say, fin 
are really down, dump them now. 
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It makes some sense to me to give some flexibility to let them 
wait and hopefully that those land values will come back up and 
there's no cost there to the Government. 

Mr. Sethness, Well, this is peirt of the whole package of rela- 
tors working as constructively as possible with banks, trying to 
avoid the risk that banks are holding something that appears to be 
at a low and then turns out to go lower, which could create greater 
problems over time. 

I think this is something that bears further consideration. 

The Chairman. In your statement you refer to the FmHA Debt 
Reduction Program the administration introduced in September 
1984 and report, "There has been surprisingly little use of this pro- 
gram by the banks." 

Do you have any reasons that they have not used the program 
extensively? 

Mr. Sethness. I can't be sure. The only things that I have heard 
on that were that bankers were reluctant to do the Ioeui restructui^ 
ing that would be required to qufdify for the program. 

There are tremendous differences in different parts of the coun- 
try as to how aggressively the program has been pursued. 

Demand under this program is up sharply this year, as a year-to- 
year comparison, but it's up from a very low base. Last year at this 
time there had been requests for about 40 million dollars' worth of 
authority and at this point this year it's almost $250 million. 

There appear to be a couple of critical components to having the 
program widely used in an area. First is seminars developed and 
education provided by State banking fissociations and the local 
farm representatives; and the second appears to be strong interest 
on the part of the congressional delegation to go home and tell 
people how the prc^am works and what it's meant to do. 

EXTENSION OF NET WORTH CERTIFICATE PROGRAM 

The Chairman. As you know, the Net Worth Certificate Program 
expires on April 15. You've been somewhat critical of the program. 
Will the administration support an extension of the authority for 
the net worth certificates? 

Mr. Sethness. We will continue the past support for the exten- 
sion of the Net Worth Certificate Program for the thrifts, yes. 

The Chairman. Does that mean you would not support an exten- 
sion expanding that would include agricultural banks? 

Mr. Sethness. We are not at all enthusiastic about that idea. I 
think there are some significant differences between the thrift and 
the agricultural banking situations. The thrift problem, at the time 
the Net Worth Certificate F*rogram was set up, was an asset-liabil- 
ity mismatch driven largely by interest rate chemges. It was be- 
cause of this single exogenous variable, which everybody expected 
to improve dramatically over the near term, that additional time 
was bought for the thrifts through that fashion. 

I think granting the agricultured banking system a program like 
this involves other difficulties. It would be administratively com- 
plex and require some people and resources that the FDIC does not 
nave the budget for. Abo, to get it targeted properly to banks that 
one can expect to survive requires some very difficult judgment 
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calls by someone. It also creates the situation where the PDIC re- 
serves are reduced to the extent that loan losses are created 
against the certificates that are issued. It may also reduce FDIC's 
income and create a budget outlay if the notes that the FDIC trfms- 
fers for the net worth certificates are interest-bearing. 

In any case, there are a number of reasons why we prefer not to 
see it extended to other types of lenders. 

The Chairman. In the TOICs report they conclude the following: 
"Should Congress decide to proceed with a relief program, it is the 
FDIC's view the best option is a Loan Loss Deferral Program." You 
have heard several of my colleagues, both on and off the commit- 
tee, who support that concept. Obviously, we don't know the exact 
details of what that will look like yet, but in principle, what is the 
admimstration's position on the Loan Loss Deferral Program? 

Mr. Sbthness. Principedly, the Eidministration is worried about 
departures from generally accepted accounting principles [GAAP] 
that cloud the picture of what capital is actually in place in the 
banks. The loan loss fimortization provision obviously does create 
those distortions of GAAP accounts. 

The Chairman. Well, we're all worried about a lot of things. I 
just want to know, are you for it or against it? I wish the whole 
situation didn't exist. I've got worries about lots of things we do 
around here but we have to be pragmatic. We've got a problem. 
Are you for or against the program? I can outline my problems. I 
wish we weren't having to consider it, but we are. That's the real 
world. So are you for or against what the FDIC says? 

Mr. Sethness. I am for the regulators working out a reasonable 
approELch to capital forbearance. I've seen at leeist one proposal de- 
veloped by the Office of the Comptroller of the Currency that I 
prefer to loan loss amortization as a means of getting at capital for- 
bearance. I think that it is within the current authorities of the 
r^ulators to work out the most effective approach. 

The Chairman. Well, it may be, but there's going to be a bill. So 
when the bill comes out, you d better take a look at it and let us 
know what you think about it because it's going to go. 

Senator Dixon. 

Senator DixoN. Mr. Cheiirman, I thtmk Mr. Sethness for his valu- 
able testimony. I think I will forego questions because I am anxious 
to develop the rationale concerning these bills with the next panel 
of witnesses. But I thank Mr. Sethness for his time. 

Mr. Sethness. Thank you, Mr. Dixon. 

The Chairman. Senator Gorton. 

Senator Gorton. If we should pursue any one or more or several 
of these proposals, what contribution should bank owners sacrifice 
who are making gains under any of these bills in the form of their 
own equity? 

As 1 remember, the most famous of our bank bailouts in recent 
years has been Continental Illinois. If I remember correctly, Conti- 
nental Illinois owners sacrificed, for all practical purposes, all of 
their equity. 

Would you have as a condition of any of these proposals, whether 
you approved of them or not, a real contribution on the part of the 
bank owners of that sort? 
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Mr. Sethness. I think it would be entirely appropriate to have 
some disincentives to rushing into the utilization of the program. I 
know the FDIC has suggested some ideas and certainly will report 
to the committee the kinds of things they might think about impos- 
ing on owners and banks. Some of those are worth thinking about 
hard. 

Senator Gorton. But you don't have a formal position of specif- 
ics in that respect? 

Mr. Sethness. I do not. 

Senator Gorton. Thank you, Mr. Chairman. 

The Chairman. Senator Dodd. 

Senator Dodd. Yes, just very briefly. Mr. Chairman, you raised 
the question about that secondary market for agricultural mort 
gages. I just really have one question in a sense to you, but depend- 
ing on how much you know about it, you certainly are aware that 
last year the Farm Credit Administration came under a lot of heat 
from Congress and from public criticism I might say as well. There 
was a House report that accompanied l^islation that was intro- 
duced citing the lack of effective regulation, oversight, certain 
problematical economic trends and the like. 

OVERSIGHT BOARD FOR FHA 

At any rate, in turn, it required that Congress enact that piece of 
legislation, that in addition to a number of other things, rails for 
the appointment of a new full-time three-member Board to oversee 
the agency. 

What can you tell us about that Board in terms of the adminis- 
tration's nominees, what they're likely to do, who's likely to be on 
it, what sort of things they're thinking about there? 

Mr. Sethness. My understfuiding is that members of that Board 
are expected to be named shortly. I'm not completely comfortable 
in giving you a definite time because that that's been true for a 
number of weeks now. 

Senator Dodd. Have you had a chance to interview any of those 
people at all? 

Mr. Sethness. I have talked to a fairly large number of people 
that have come through who were candidates for those jobs. The 
common characteristics we were hoping to find were financial 
skills, management capabilities, and a degree of intelligence that 
would allow them to get up to speed on a complicated problem very 
quickly. 

Senator Dodd. When can we expect to receive the names of the 
nominess to that Board? 

Mr. Sethness. I'm not sure. I hope that it's very soon. 

Senator DoDD. A month? 

Mr. Sethness. As I meant to say earlier, I've been hearii^ that 
we ought to be able to see those names next week for a couple of 
weeks now. Soon. Sooner than 1 month. j 

Senator Dodd. All right. It sounds like this place. I 

How about any discussions with the Department of Agriculture? j 
Are they being involved in this at all in terms of the kinds of < 
people on that boeu-d, do you know? 
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Mr. Sbthness. Yes. The Department of Agriculture, the White 
House Personnel Office, and the Treasury have all been talking to 
the people who would are candidates. 

Senator Dodd. But for a couple of weeks you've been told next 
week? 

Mr. Sethnbss. Right. 

Senator Dodd. Well, I presume I would be expressii^ the views I 
guess of most of us here. We would like to see those. 

Senator Dixon. Before planting season if possible. 

Mr. Sbthness. I couldn t support that thought more strongly. 

Senator Dodd. Theuik you very much. 

The Chairman. Senator D'Amato. 

Senator D'Amato. Thank you, Mr. Chairman. 

Mr. Chairman, just following up on what my good friend and col- 
league from Connecticut has discussed, Mr. SeCTetary, I think it's 
important for you to bring back to the administration and to all 
those good people who you just mentioned this Senator's views that 
it is incongruous to be initiating emergency rulemaking and you 
don't have these three people there who are supposed to be carry- 
ing it out. 

board appointments are passed due 

Statutorially, we said that that was going to be done within 60 
days. Now it almost seems to me that rules will be promulgated 
without having any of their input, you're going to have fill this 
rulemaking and decisionmaking done for them and maybe have 
tiiree eunichs. You tell them, "Yes, this is what you do," and with- 
out their input into the process. Maybe it's what Treasury wants. I 
don't know. 

But when I hear your equivocating responses, Mr. Secretary, to 
the chairman's question about some other issues regarding the 
treatment of the writedown over a 10-year period it just seems to 
me that there's a predisposition to duck this whole issue. 

It doesn't make much sense to peiss legislation December 23, 
which requires the appointment of this Board within 60 days and 
they're not here. And as you've been hearing it day after day, week 
after week, I think you should bring back to whoever makes these 
decisions that they should get about the business of the people and 
implement this legislation. 

I think Senator Grassley made some very valid points. We're 
talking about all these wonderful things that are taking place and 
that's all we're doing. It's not being translated into the kind of 
action that can be felt back at home with the various farmers. 

Now you might say, "As a Senator from New York, what kind of 
interest would you have?" We're a rather large agricultural State. 
Although we may not have been affected quite as severely as some 
of our other brethren in terms of agriculture, we've got people 
losing farms under those same circumstances. 

Now I voted reluctantly for that Farm Credit Act because, as you 
know, there was — I won't say a bailout — but a sharing of assets 
from the stronger banks to those who are in peril. It doesn't, again, 
make sense to have that legislation and then not have it imple- 
mented because we haven't put the three people on there. 
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So are you goii^ to assure or can you assure this committee As' 
you at least are going to preee to see that that's undertake? 

Mr. Sethness. I can assure the committee that I will pm 
that I have been pressing as hard as I could since December 19 al 
23 when it was signed. I have been pressing to do the best that* 
could in terms of getting the best people in there and having 
lations that made some sense developed in time to do eome _ 

Senator D'Amato. Well, who are the people you have been pn» 
ing? 

Mr. Sbthness. The White House Personnel Office. 

Senator D'Amato. God bless you. You're going to need somebcitp. 
Do they know the right kinds of people? What qualificatioia ot 
you looking for? Let's go into this. I have seen some turkeys ctne 
up here from there. 

Mr. Sethness. The perfect person would 

Senator D'Amato. Well, you're not going to get a perfect fetm 
but I hope you get an appropriate person. 

Mr. Sethness. A senior financial executive with some agricultur- 
al or agricultural lending background that has experience in a ng- 
ulated industry. It would be even better if he had a law d^^ree. 

Senator D'Amato, Are they letting you do this or are they going 
to make potential candidates pass the litmus test — and I won t get 
into what that entails, but really 

Mr. Sethness. We are trying to find 

Senator D'Amato. Have you sent them some names? 

Mr. Sethness. There are a number of ntunes over there of quali- 
fied people. 

Senator D'Amato. I mean, what was the origin of these nameil? 
Do you know what I'm saying — "I was with so and bo in the pri- 
mary back in such and such a time"— I mean, if we're eoing 
through that, it's going to be a joke. We've had some — I won^ get 
into it. 

Senator Dixon. I don't know if I'm allowed to listen to this. Am 
I, Mr. Chairman? 

The Chairman. Cover your ears. [Laughter.] 

Senator D'Amato. He knows about that kind of stuff. He's an 
expert. 

Senator Dixon. He sure does. 

Senator D'Amato. I understand about it, too. 1 came from a 
strong political party. 

Mr. Sethness. I'm a Presidential appointee, Senator. So I can't 
really comment on appointees. 

Senator D'Amato. There are exceptions to the rule. Some of 
them are qualified. So press them a little. 

Mr. Sethness. I will press them a lot. 

Senator D'Amato. G«t the Secretary on them. He can do that. 
He's got a little clout over there. He put in half those people. 

Thank you, Mr. Chairman. 

The Chairman. Thank you, Mr. Secretary. 

Senator Gorton and I were just suggesting that he and I were 
glad we came from nonmachine States. [Laughter.] 

Next we're happy to have before the committee Mr. Randall A, 
Killebrew, president. First National Bank, Petersburg, IL; vice 
chairman of the American Bankers Association's Government Re- 
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^^tions Council; accompanied by Michael E. Fitch, vice president 
*^>r Agribusiness Affedrs, Wells Fargo Bank, San Francisco; Chip 
i^lacklund, president, Bartonville Beink, Peoria, IL; president of the 
Bttmlependent Bankers Association of America; and Leslie G. Hor- 
«iager, vice president, Prudential Insurance Co., on behalf of the 
^American Council of Life Insurance. 

tti And it would seem to me that this witness list is being stacked 
iM^ people from Illinois today, Senator Dixon. 

Senator Dixon. Well, Mr. Chairman, it is an excellent panel and 
I I'm del^hted to present this fine panel to the committee, particu- 
lalarly Mr. Killebrew and Mr. Backlund who are old and warm 
^fHends and they are distinguished members of the banking commu- 
ui lu^ in our State. 

The Chairman. Mr. Killebrew, pleeise proceed. 

- STATEMENT OF RANDALL A. KILLEBREW, PRESIDENT. FIRST NA- 
TIONAL BANK, PETERSBURG, IL, VICE CHAIRMAN, AMERICAN 

■ BANKERS ASSOCIATION'S GOVERNMENT RELATIONS COUNCIL, 
B ACCOMPANIED BY MICHAEL E. FITCH, VICE PRESIDENT FOB 
n AGRIBUSINESS AFFAIRS, WELLS FARGO BANK, SAN FRANCIS- 
g CO, CA 

■''' Mr. Killebrew. Thank you, Mr. Chairman and members of the 
committee. I am Randall A. Killebrew, president of the First Na- 
tional Bank of Petersburg, IL, located in Menard County. Accompa- 
nying me today is Mike Fitch, vice president for Agricultural Busi- 

■ ness Affairs with the Wells Fargo Bank in San Francisco, CA. We 
are both pleased to be able to testify on behalf of the American 

: Bankers Association [ABA]. 1 am this year's vice chairman of the 
' aba's Government Relations Council, and I also currently chair 
the ABA-IBAA joint task force on agriculture credit. 

Mr. Fitch is currently the ABA's agricultural bankers division 
chairman. 

Agriculture is faced with a situation where they have more debts 
than the current income levels will support. 

In the long run, one of two things has to happen to this debt. It 
either must be repaid through future profits within the agriculture 
industry and future profits for borrowers, or it must be destroyed 
and absorbed by the institutions which hold that debt. 

In either case we need time. We need time for the borrowers to 
regain profitability and have the opportunity to repay the debt, 
and for that portion of the debt which is not going to be able to be 
repaid through future profits, we need time for the holders of that 
debt to absorb it in an orderly manner. 

BURDENS ON FARM-RELATED ENTITIES 

This debt presents a tremendous burden for a number of entities 
within our economy, and I would like to look for a moment where 
that burden falls the heaviest. 

First of all, it falls heavily on our communities. We are seeing 
farm equipment dealers, seed and fertilizer dealers, experiencing 
great problems today dealing with the problems of troubled agricul- 
ture. In fact, in small town rural U.S.A., each businessman up and 
down Main Street is suffering from the plight of agriculture. They 
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are all seeing the profitability of their buBinesses ahrink at a time I 
that the margins in their businesses are shrinking, and it is a very 
difficult problem for them to contend with. I 

It goes farther than to the business community and the farmen. 
It goes to the very grassroots of our communitieB, to the Bchooli; 
the Hre districts, the counties and the cities who rely on tax rem- 
nues as a source of income. If land values deflate, assessed valu- 
ations go down and communities are hard-pressed for tax dollan. 
And that is happening at the same time Federal revenue ahariiig 
and other sources of income to these communities and govemmoh 
tal units is also diminishing. 

Certainly, the borrowers are suffering a great deal fit>m this 
excess debt. Those who are unable to repay or reschedule their in- 
debtedness are going to be forced to go into insolvency. There are 
fewer and fewer alternatives for the borrower to choose from in re- 
financing or rescheduling his debt. And some of these people, some 
of these borrowers are going to be forced out of business and at- 
tempt to relocate into a marketplace which is dominated by hi^ 
technoli^y, and they are going to have very few marketable skiUa. 
And that is a very difficult situation for those borrowers. 

Certainly, the banks are also suffering as a result of the plight of 
agriculture. The value of the bank franchise diminishes as the 
farm economy declines. The bank franchise is no different than the 
farm equipment dealer or the other merchants that make up the 
community. They are hard pressed to deal with the problems, and 
the value of their business is declining. 

Many of the larger regional banks in our area are pulling away 
their support for agriculture, and this makes it more difficult fw 
the smaller banks to serve the agriculture community. Small banks 
do not have access to national capital markets. Their stock is not 
traded on an active beisis. The really only long-term source of re- 
capitalising the banking industry is a retention of earnings for that 
industry. 

Ultimately, the burden of this excessive debt in agriculture, bo 
far as the the banks are concerned, if we are not succrasful in find- 
ing some resolution to it, will fall on the FDIC fund, because they 
will be called upon more and more to bail out and close and re- 
structure banks which are no longer viable. 

Farm borrowers must adjust to a new environment. Farming has 
been changing from a way of life to a business. Farmers must 
change from inflation managers to business managers. The ffirm 
economy is chfmging from a national economy to a world economy. 
The environment is changing from one dominated by short-term 
policies to one emphasizing long-term policies. Farming is changing 
from an industry depending upon Government assistance to, hope- 
fully, one that is emphasizing self-assistance. Growth goals must be 
replaced with profit goals. But as we go through this transition, we 
must find ways to stabilize the farm borrower and help him meet 
his problems during this very difficult transition time. 

We need to help restructure his loans, so he can meet his debt 
service in an orderly manner, by helping him learn new manage- 
ment techniques and skills and by giving him time to allow agric^- 
ture to return to a more profiteble stete. 
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We also must find m to help banl ' their eapi 

il^riiig this tL»«»iiQn t~*-od, hy providing ' up try relief frc l 
ngulatoty capital standan and certainly, the i >rtiEatioD 
toKn l o wcn over time is the quickest and simpl way that tl D 
e«i be adueved. It allows ban) to earn t x thn ib th 
kmm and oiooarages banks to >rk th tn c i b 

< wnrkaUe stuutkma. We i prot to 

3 insolvent banks. 1^ t oi c u a c 

mptive to the community t o ihe cun i a u are oe 
uaed. 

We also must find ways to stabilise land values. We desperately 
iwed to devel(9 a saamdary. market which will provide mna har- 
raweia aooeas pa the institutional investor market We cannot leave 
ttie form coEamanity with only one source of long-term credit, that 
being the Ifarm Credit S^tem. Iliat is not healthy for the fonn 
oommunity, it's not healthy in any situation to see it dominated by 



We must think of allowing banks to take equity interest in real 
satate as partial payment of debt to keep that land off the market, 
and Inr ealeading tiie holding period for banks to cany land ac- 
quired through forfeiture or finreclosure. 

Ultimately agriculture will receive the financing it needs. The 
queation reuly is, will the commercial banking qrstem continue to 
^y a major role in that financing? The reorganized Farm Credit 
Ssr^em with a line of credit from t^e U.S. Treasury will once again 
be a formidable competitor in the competition for agriculture 
credit. "Die Fanners Home Administration will continue to be a 
major supplier of agriculture credit. 

Without your assistance, we will see agriculture change from an 
industry of many small producers, financed by a variely of sources 
to an industry dominated by a number of large producers, financed 
primarily Iqr quasi-govemmental agencies. TUs would not be in the 
beet interest ol the rural communities, of the individuals or the in- 
stitutions which make up those communities. 

Thank you. 

fHie complete prepared statement follows:] 
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The Chairman. Thank you, Mr. Killdtirew. Mr. Backlund. I 

Senator Dixon. Mr. Chairman, may I just interrupt to inq^l | 
appreciate the fact that Mr. Killebrew did not read his entire 10' 
page statement, but it is a very good one with a lot of important 
subject matter in it, and I presume the Chair -will see to it that 
that is reproduced in the record. 

The Chairman. Mr. Backlund, excuse me for just a moment Iti 
my understanding, Mr. Pitch was here as a backup and not to tcili- 
fy, but I saw you reach for the microphone. So before I continue on, 
I want to know, if that was just a reflex or you wanted to aay Boine- 
thing. 

Mr. Fitch. If I may, Mr. Chairman, members of the committee, I 
would like to just maJce a couple of additional comments. 

I w^ls highly involved in the preparation of that testimony and 
the whole consensus approach that we have had with the IBAA. 
But I did want to say as a representative of Wells Fargo Bank in 
California, notwithstanding the fact that we, indeed, are the seccnd 
largest commercial bfink lending to agriculture in the Nation, I 
would like to underscore the fact that in the Western United 
States, the borrowers, farm borrowers, as well Eis their lenders, are 
experiencing exactly the same pressures that we are experiendng 
throughout the farm community and the agricultural banking coiih 
munity throughout the Nation. 

I would also like to say that because I am active in a family live- 
stock-timber partnership in northern California, it is particularly 
gratifying to me in my capacity as chairman of the ^nerican 
Bankers Association agricultural division, to note the forbearance 
and the commitment that commercial bernks have had to serving 
eigriculture. We are convinced that over time agriculture, as our 
most vital industry, will, indeed, be good business, but we are 
asking for some interim assistance, while this industry turns 
around. 

I would like to underscore that, eis an industry, the American 
Bankers Association has seen fit to commit substantial financial re- 
sources to a major research project that we hope will be released in 
June that is going to study the dramatic structural changes taken 
place in agriculture, this whole new environment we have because 
we are international, combine that with the dramatic changes in 
the banking industry and come up with specific legislative and reg- 
ulatory proposals that mtike sense over the long term. 

In the interim, nonetheless, we recognize ^at there are some 
borrowers and some btrnks that, indeed, are in need of short-term 
assistance, and that is why we appear before you today. 

I would be remiss, if I did not meike one fmal comment in rela- 
tion to Secretary Sethness' testimony, in which he outlined the rea- 
sons why commercial banks should not receive the same type of as- 
sistance EIS the Farm Credit System. I would like to underscore that 
our approach in our proposal emphasizes that any assistance 
should be targeted to the ultimate fEirm borrower, not the institu- 
tion. And the reason for that is not only in terms of fairness, but I 
think more importEintly, to avoid in today's der^ulated banking 
environment, stockholder pressure, that would say to bank man- 
agements, if you cannot avail yourselves of the SEime type of aadst- 
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'' ance for your farm borrowers as other institutions, perhaps you 
I? don't belong in the business. 

^ I see some dramatic danger there. For example, in California, 
' whereby 80 percent of commerical banking agriculture credit is ad- 
!i Tanced by five nugor banks, and clearly, uiat type of magnitude of 
farm credit cannot be absorbed by either the Farm Credit System 
II or any other individual institution. 

[ There are many other things I would hope to say, but much has 
i already been said, and I look forward instead to your questions. 
; Thank you. 

The Chairman. Mr. Backlund, we are happy to have you before 
[ the committee again. 

STATEMENT OF B.F. "CHIP" BACKLUND, PRESIDENT, BARTON- 

VILLE BANK, PEORIA, IL, PRESIDENT, INDEPENDENT BANKERS 

ASSOCIATION OF AMERICA 

Mr. Backlund. Thank you, Senator. 

As you know, I am president of the Independent Bemkers Asso- 
ciation, which has 7,400 community bank members, half of which 
are agricultural banks. I am also president of the Bartonville Bimk, 
which is 60 miles north of Petersburg in Illinois. Also I am connect- 
ed with a group of six small banks, where approximately 80 per- 
cent of our loans are agriculture-related loans in small communi- 
ties. 

We appreciate your holding these hearings to review these pro- 
posals to stop the hemorrhaging out there that is going on among 
these smaller agricultural banks. Many of these banks have been 
well capitalized in the past, but are losing capital very fast. Their 
capital ratios are going down and the figures the FDIC presented a 
few weeks ago to you actually did not include all the chargeoffs in 
1985. 

The Federal Reserve has estimated that there will be $1.2 billion 
losses in 1985, which is 3 percent of total agricultural loans. 

$2.7 BILLION CHARGED OFF IN 1985 

I do want to point out that with the Farm Credit System amend- 
ments, which were put into place last December for the Farm 
Credit System, that you did respond to similar problems that they 
were having. With that legislation in place, the Farm Credit 
System was able to charge off almost $2.7 billion in loan losses 
during 1985 without incurring significant deterioration of their 
bsinks lending capacity or impairing their access to the capital 
markets, which, of course, is extremely important to them. 

Commercial banks and their farm borrowers simply must be pro- 
vided with a program for the stabilization of capital comparable to 
what was done for the Farm Credit System. Such a system is 
needed now. It was needed yesterday, last month, last fall. And I 
submit, Mr. Chairman, it should be done in the next 15 days, be- 
cause this is the critical time for restructuring and taking care of 
the farm customers for this year's operating loans. 

Because of this critical time factor, we much prefer — as much as 
we appreciate Senator Dole's comments, we much prefer the r^u- 
lators to take the initiation and deal with the problem by adjusting 
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their r^^latory policies. However, we are prepared to help in pur- 
suing legislation, if they do not take that action. But we've had 
lengthy diacuBsions over the letst months with bankers, bank re^- 
lators and farm groups, and it seems clear that three things need 
to be implemented in tmy capital stabilization prc^rfmi. 

First, an agricultural bank should be able to maintain its fiiU, in- 
dividual loan-lending limit, in order to preserve its earnings poten- 
tial. Such a bank's limit on the size of an individual loan is directly 
relat«d to its capitalization. 

STABIUZE BANK CAPrTAL 

The bank's capital structure must be temporarily stabilized, in 
order to meet the capital needs of larger, generally stroiwer farm 
borrowers. If lotin chargeoffs precipitously reduce a bank s capital 
and its ability to finfmce its stronger farm customers, the bank 
risks losing their borrowers, those borrowers and permanently im- 
pairing the institution's ability to rebuild earnings from a strong 
customer base; a very important point. That is, I think, why bank- 
ers, as a whole, so overwhelmingly prefer this loan amortization 
proposal. 

Second, adjustments in regujatory policy need to address not 
only exceptionally well-capitalized agricultural banks, but also 
those banks without a capital stabilization pn^am which slip 
below the 6-percent standard, but who have reasonably good pros- 
pects for recovery over time. 

There are several hundred agricultural banks in this latter cate- 
gory, whose capacity to hold on to their stronger customers emd 
retain their earnings, and turnaround potential is dependent on 
having some means of preserving their capital. 

Third, in implementing a capitalization program, explicit adjust- 
ments need to be made in regulatory policy, which go beyond the 
rhetoric that capital forbearance should be practiced by exfuniners 
on an ad hoc basis. Those adjustments should spell out revised reg- 
ulatory standards that will be applicable on a standard, consistent 
basis to all Eigricultural banks. We are encouraged that both the 
Comptroller and the FDIC, in their comments to you, considered 
specific policy options that could be adopted to preserve capital and 
banks with a troubled farm loan portfolio. 

In view of the extreme urgency to raise the confidence find ca- 
pacity of agricultural bankers for dealing with farm financing this 
year, the IBAA joined the American Bankers Association in Janu- 
ary, creating a joint task force on agricultural credit. The recom- 
mendations of that task force have been passed on to you, and they 
are made part of my statement here. 

In that joint statement, the first priority of the bfuiking industry 
to temporarily stabilize bank regulatory capital is a change in r^- 
ulatory policy permitting the amortization of loan losses over a 
multiyear period. A major attraction of amortization is that it will 
enable a bank to maintain its earning potential by preserving the 
bank's capital for purposes of nutintaining the size limit on individ- 
ual loans. 

Bankers, as I said, overwhelmingly prefer this option, a most im- 
portant point. Another most important point is that it would result 
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in no Treasury cost. In addition, allowing banks to amortize certain 
farm loein losses could reduce ultimate draws on the FDIC fund re- 
sulting from this problem by enabling banks to hold their stron^r 
farm customers and thus keep their eamii^ potential from deterio- 
rating. 

So we recommend this Ioeui aimortization policy as an efTective 
way to stabilize bank capital temporarily and accomplish the de- 
sired objectives. We are not wedded to that option, however, and if 
there was another way to preserve the bEuik's full capacity to fi- 
nance their customers, to do so through r^ulatory policy that is 
available on a consistent basis to all banks with agricultural loans, 
we would certainly work with you on that. 

We do not presume that whatever r^ulatory adjustments are 
made necessfirily apply only to eigricultural debt. A somewhat 
broader coverage would better enable the regulators to act. In light 
of what has fdready been done by the Farm Credit System, and the 
fact that over 1,700 commercial bfrnks have more thtm 50 percent 
of their total loans committed to production agriculture — and that 
doesn't include agribusiness loans — there is ample justification for 
putting in place a capital stabilization policy for only the agricul- 
tural sector during the critical spring finEUtcing period. 

ABILITY TO ENHANCE A STRONGER CUSTOMER BASE 

The question was raised whether these proposals might encour- 
age imsoimd banking practice. The truth is that it will enhance the 
banks' ability to hold on to a stronger customer base, which is nec- 
essary for earnings recovery. 

Banks are now firmly committed to the principle that borrowers 
must be able to cash-flow their debt out of current earnings. And 
farmers generally are pcetponing capital purchases, unless those 
purchases are directly related to the bottom line. However, given 
the present environment, it is often difHcult to reach the collateral 
behind accumulated farm debt, even if liquidation is called for. 

Given the currently depressed markets for farm assets, liquida- 
tions cannot be practiced in every case where liquidation is normal- 
ly indicated. Therefore, bankers management options are limited. 
Under these circumstances, an adjustment in regulatory policy is 
certainly a SEtfe and sound course of action. 

In the long term, we share the concern that greater assets and 
earning diversification for agricultural lending is needed, eind one 
very promising avenue which has been mentioned here today is the 
secondary market for longer term farm loans originated by com- 
mercial banks. 

I do agree somewhat with Secretary Sethness, in that I think he 
is correct that it will probably be necessary to have Government 
support, at least initially, for this secondary market. 

Filially, I want to emphasize again the very compelling need for 
action to be taken now during the heavy lending season in agricul- 
ture. This is critical, not only for the lenders and their stronger 
borrowers, but for the farmers who are seeking 1986 financing. The 
ability of the farmers to secure financing is dependent upon the 
strength and capacity of financial institutions that supply the 
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funde^ and that underlying strength is now being severely tested at 
this time. 

That concludes my statement, Mr. Chairman. 

The Chairbjan. Thank you very much. 

[The complete prepared statement follows:) 
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The Chairman. Mr. Horsager. 

STATEMENT OP LESLIE G. HORSAGER, VICE PRESIDENT, PRU- 
DENTIAL LIFE INSURANCE CO., ON BEHALF OF THE AMERICAN 
COUNCIL OF LIFE INSURANCE 

Mr. Horsager. Thank you, Mr. Chairmfin. We appreciate the op- 
portunity to appear before your committee and express our views 
on the impact of the Farm Credit System Act and the proposed as- 
sistance to the rural banks. 

I will make my remarks brief, since we have submitted a more 
detailed statement for the record. 

In general, let me say at the outset, that we are very concerned 
that the Farm Credit System Act will, over time, lead to further 
federalization of farm credit, and that we support any plsin that 
will keep the private eigricultural banks competitive. We hope to 
work with these banks to develop the secondary markets for real 
estate loans. 

PROVIDING H2 BILLION IN FARM MORTGAGES 

I represent life insurance companies who have been actively pro- 
viding agriculture credit for over 100 years. We presently hold $12 
billion of farm mortgages, which equates to approximately 13 per- 
cent of the farm real estate mortgfige market. For years we have 
worked hfind in hand with country banks in formulating complete 
financial packages for their farm customers. The banlM provided 
the operating loans, and we supplied the long-term real estate 
loans. 

This system worked especially well until the 1970's, when the 
Farm Credit System received expanded authorities, which made it 
very difficult for us to compete with them and our insurzuice prod- 
ucts required investments to be more liquid. 

By way of example, I spent the 1960 s in MarshEill, MN, a cen- 
trally located agricultural town with a population of 10,000 people. 
During that period there were no less than eight farm Ioeui Held- 
men representing insurance companies living in Marshall, and we 
all originated our loans through working with area banks. Many of 
the banks worked with several of us to offer a wide variety of loeui 
banks to their farm customers. Most of the 50,000 farmers who 
presently have real estate loans from insurance companies were 
originally referred to us from these rural banks, and they continue 
to rely on the banks for operating money. 

Therefore, we are very supportive of measures under consider- 
ation that will help these banl^ through this difficult period and at 
the same time maintain a private system of agricultural credit. 

It is in no one's best interest to see farmers become solely de- 
pendent on federally administered credit. We do. however, recog- 
nize the need for the 1985 Farm Credit System bailout but suggest 
that extreme care must be taken not to create two classes of farm 
borrowers and creditors. 

Our lending has not been totally without problems. We enjoyed 
many good years, and we are now suffering through the same diffi- 
culties affecting other lenders. On a composite basis, our loan port- 
folios are now approximately 12 percent delinquent; however, our 
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broad diversification does permit us to use a wide range of tools to 
resolve delinquent loans. 

For example, at Prudential we resolved $150 million of seriously 
delinquent loans in 1985 and only 15 percent involved an actual 
foreclosure. The rest were handled on a negotiated basis directly 
with the farmers. 

We think it would be in everyone's best interest, if the farmers' 
mortgage market were more nearly balanced between the private 
sector and the Federal lenders, much as it was until the 1970'&. 
Rural agricultural banks must be capable of offering their custom- 
ers long-term real estate loans, if they are to compete with the new 
one-stop, full service loan centers created by merging the produc- 
tion credit emd land bank associations. 

Greater liquidity is the key to broadening private sector partici- 
pation in agricultural lending. With the rapid changes in invest- 
ment products being marketed, portfolio managers are reluctant to 
commit funds without the ability to remau-ket these investments, if 
their portfolios need to be repositioned. 

Greater liquidity can be obtained through the development of a 
secondary market for agricultural mortgages, just as it was for resi- 
dential loans. Securitization of farm mortgages would provide the 
opportunity for broad private sector participation and diversity <^ 
sources of farm credit ^roughout the economy; however, secondary 
markets for residential loans were only able to be developed after 
Congress established various mortgage programs. 

We intend to propose the development of an agricultural mort 
gage insurance program that provides private sector lenders with 
the ability to share in insurance risks with the public sector. 

We believe such a prc^am can be self-financing, after its initial 
development, much like the residential prc^ams are today. Ac- 
cordingly, we recommend that Congress establish equitable policies 
for all agricultured lenders and find a way to enhance liquidity for 
agricultural mortgages through the development of a secondary 
farm mortgage market. 

Thank you. 

[The complete prepared statement follows:] 
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The Chaibhan. Thank you, sir. 

Before we turn to you for questions. Senator Dixon, I have to 
solve a very controversial issue, tmd that is whether we let the Sen- 
ator from Minnesota testify or not, due to the fact that he is 1 hour 
and 50 minutes late. He was on the schedule find missed it. 

Do you think we should allow him to testify? 

Senator Ddcon. Will he be, for a change, reasonably short, Mr. 
Chairman? [Laughter.] 

The Chairman. I think he would be. Maybe we could ask unani- 
mous consent that he be allowed to proceed for 2 minutes. [Laugh- 
ter.] 

Senator Dixon. I would grant him that. 

Senator BoscHwrrz. I'd ^ject. [Laughter.] 

The Chairhan. Senator Boschwitz. 

STATEMENT OF RUDY BOSCHWITZ, U.S. SENATOR FROM THE 

STATE OF MINNESOTA 
Senator BoscHwnz. Thank you, Mr. Chairman. I talked to the 

American Newspaper Association this morning, and then I was at 
a hearing at the Foreign Relations Committee with respect to 
the 

The Chairman. I didn't ask for excuses. [Laughter.] 

We gave you permission to proceed. 

Senator BoscHwrrz. I must say I heard only a httle bit of the tes- 
timony of the final witness. I certainty agree with the idea that 
there should be more broadly based lending in the long-term 
market in agriculture, and of course, p£u-t of the problem that the 
Farm Credit Syst«m is now having is that unlike Prudential banks 
and other financiEd institutions, they are totally drawn to the agri- 
cultural market, and so when it goes bad, they have resQ problems. 

INTEREST rates ARE STILL AT 13.9 OR 14 PERCENT 

Mr. Chairman, one of the problems we now find in rural agricul- 
tural lending, frankly, is the result of the Farm Credit Sretem 
charging very high rates as it tries to make itself well. The PCA'b 
and the land bank, because they have been chai^^ing high rates in 
the rural aretis, for example, our PCA is about 13.9, 14 percent, 
then provide a cushion for a bank that has a 9.5-percent prime. We 
borrow in our business at 10 and 10y4 percent, but yet bankers are 
out there in the rural areas, with their competition loaning at 14 
percent, said the result is that agriculture's interest rates have not 
fallen as quickly. 

If your competitor is loaning at 14, and you are perhaps capable 
of loaning at 10, 10.5, or 11, the temptation to loeui at 13 is very 

treat. And unfortunately, that is happening. Banks that have over 
500 million in assets loaned at an average of 11.2 percent in 1985, 
but rurfil banks were at 13.4 percent, so its clear the relief in rural 
America has not been as great as it heis been in some of the larger 
metropolitan areas. Though the rates didn't go quit« as high, they 
certainly have not come down as they have in the more urbaii set- 
tings. 

I feel, Mr. Chairman, that the farm credit picture is far more 
easily solved than the problems of trying to compel high prices or 



yUoot^le 



71 

bring about high prices by influencing the market. And I really 
feel that the farm credit problem is at the root of most of the rem 
travail that is found in rural America. It is not only easier but a 
good deal cheaper to solve, and I think what we did with the Farm 
Credit System was good, but it is proceeding too slowly, very frank- 
ly, and the result is that there still is not relief in the rural areas. 

Sometime ago, Senator Dixon and myself and others introduced 
legislation that you are very familiar with that I understand you 
now are holding these hearings with the intention of seeking 
whether or not such legislation would be advisable. But I think 
that farm credit is not that difficult to solve. If we move with some 
dispatch, if we get Federal and State Government involved, to- 
gether with the lenders themselves we can make a difference this 
spring. In addition, I think that a large segment of the loans found 
in the hands of individuals, that if we were to reduce for a period 
of time, say a 3-year period, the imputed interest rate, that would 
help a great deal. 

Now, 29 percent of the long-term debt is held by individuals. 
Also, 18 percent of the short-term debt is held by individuals. That 
is debt that is beyond the Farm Credit System, and is the second 
largest pool of debt held by one group, clearly larger than the pri- 
vate banks themselves and certainly much larger than the insur- 
ance companies. 

So we can, I think, help individual lenders and their borrowers, 
where they are interacting with one tmother, quite quickly and 
quite readily by doing that. 

Banks, I think, can be helped by extending the period over which 
they can write off their losses and also perhaps getting into an in- 
terest buydown, which I very firmly support. 

I know that the Senator from Illinois has introduced a bill that 
would allow them to write off their losses over 30 years. It is not 
clear to me that they need quite that long a period by any means, 
but nevertheless, the writeoff over a period of years would certain- 
ly help. The FmHA, I think, Mr, Chsiirmsm, really has a large 
number of tools that they can utilize now, and they are utilizing 
them, despite what we may read in the papers to the contrary. We 
have helped the Farm Credit System. We need to push them a 
little faster. We perhaps can, by also making available to them the 
option of writing off some of their loans over a long period of time 
find having the interest buydown apply to them, as it would apply 
to commercifil banks, and also having individuals able to lower 
their imputed interest rate, we could, in my judgment, go a long 
way, very rapidly, at relatively modest cost in relieving some of the 
stress that we find in the rural parts of our country. 

So I compliment you, Mr. Chairman, for moving expeditiously to 
consider this problem. I hope that the committee will continue the 
pace of its efforts, because that would be a great deal of relief 
granted to the rural parts of the country that finds itself in consid- 
erable distress. 

I believe we should do the things that I know that you are con- 
sidering, the Senator from Illinois and I have been suggesting, and 
so we urge you on. 

The Chairman. Thank you, Senator. 
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I would say that earlier in the hearing, we discussed the pace. 
Senator Dole was here to testify, and what the committee would 
tike to do is complete our hearings next week, move to markup as 
rapidly as we can, attempt to obtain a consensus — that may or may 
not be possible — with the full Banking Committee emd move as ex- 
peditiously as we possible could. And the Senator from Kansas in- 
dicated he would try to find time on the floor to do that. 

So we will move as rapidly as we can. I can't predict exactly 
what a bill will look like at this point, or what we will be propos- 
ing. 

Senator Ddcon. Mr. Chairman, may I say, as usual, the distin- 
guished Senator from Minnesota was well worth waiting for. I 
want to say that. I would like to also say incidentally to him 
that 

The Chairman. Well, just speak only for yourself. 

Senator Dixon [continuing]. Most of this testimony morning was 
in connection with S. 1943, which is eictually the 10-year amortiza- 
tion bill. So I hear the message of my colleague and I think we are 
discussing the shorter terms of time. 

Senator BoscHwrrz. Did I exceed your 2 minutes? 

Senator DixoN. Just barely. 

The Chairman. All of you need to understand — I suppose I 
shouldn't leave it hfmging with all my sort of sarcastic remarks 
about the Senator from Minnesota. I think most of you know you 
don't make remarks like that unless you are friends. He is insults 
ii^ to me and I am to him, and it's been a continuing battle for 
several years. You don't say nasty things about people unless you 
are a friend. 

Senator Boschwitz. If you would yield, Mr. Chairman. Before 
you define me as a friend, a number of your colleagues noted con- 
siderable differences in you when you returned from that trip that 
you took, and we aren't sure what happened on that trip, but 

The Chairman. Nothing. A lot of people thought I was weight- 
less from the neck up before I went! [Laughter.] 

Senator Boschwitz. I certainly didn't want to say that, Mr. 
Chairman 

[Laughter.] 

The Chairman. Thank you. Senator. 

Senator Boscnwrrz. Thank you, Mr. Chairman. 

TIME PERIOD FOR WRITEOFFS 

The Chairman. A request that banks be permitted to write off 
loans over a period of years. Mr. Killebrew and Mr. Backlund, how 
many years are you talking about? We've heeird 30, we've heard 10, 
we've heard 5 years. We've got a little bidding going on here. What 
is your recommendation for a reasonable period of time? 

Mr. Backlund. Well, any multiyear proposal is better than what 
we have now. The banking community believes that the longer the 
better. I think the 10-year period proposed by Senator Dixon would 
be very, very favorably received. 

The Chairman. What is the minimum, Mr. Killebrew, that you 
think would be necessaiy to really be of eissistance? 
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Mr. KiLLSBBiw. I think 5 yeara would be the minimmn that 
would be of any nrwrintenre. Anydung sbwt cf 5 years. I think, 
would be of limited value. AiiKw^Eiiig a foiriy laige amount cf loan 
loases in &-yeer periods of time would atill have a nutjor impact on 
the wnrninpi of the bank, and what we need to do is restore those 
eamingB streams and allow the fiwpital to be maintained thm ugh 

those ofii-ninga 

The Chaiucam. BSr. Backlund, the argument has beoi made that 
as a matter of equify. title II of Garn-St Germain should be at- 
tended beyond thrifts to agricultural banks. We also have a prob- 
lem in some sections of the country as Ear as energy-related loans. 

As a matter of equity should they also be extended to energy-re- 
lated banks? 

BIr. Backlund. You're talking about tiie net worth certificate? 

The CBAJOaUN. Ye^ title 2 of Gam-St Germain. 

BCr. Backlund. Yes, as a matter of equity, I think it oould very 
weU be extended, but I think we'd premr the Loan Amortisati<m 
Program to the net wtnrth certificate. As I said, in all these meet- 
ings <^ bankers <hi this agricultural problem, the ag task force, the 
ag committee of the IBAA, the ABA, the special meetings have 
been held and they would ask these bankers what is the preference 
of all these options, and 80 to 90 percent consistently preened the 
loan amortizaticm for a multiyear period. 

The Chaibman. Mr. Killebrew, you heard the testimony of Mr. 
Sethness r^arding the provisions of the 1985 farm bill that author- 
ized a $490 million Interest Rate Program. 

What is your reaction to that program, and what do you think 
the results of it will be? 

IHPUMENTING REGULATIONS 

Mr. KmxBRKW. WeU, first of edl I am eagerly waiting for our 
local PmHA ofiice to get some regulations, so we can know how it 
is going to be implemented. I happened to talk with them last 
week, and they have not received those regulations, and they felt it 
would probably be at least 2 more weeks before they would have 
them and be at the position to accept applications at the local 
level. So I think that it is a step in the right direction, and I cur- 
rently in our bank have at least two applications. We are waiting 
for the regulations to come out, so that we can make application 
for those borrowers. 

Mr. Backlund. In these proposals that come out of Washington, 
from the Agriculture Department, the FDIC, or wherever, to imple- 
ment them in thefieldis very difficult, because of the shortage of per- 
sonnel. In the blinks I am £issociated with, we have had very little 
success with trying to get these writedowns or loan guarantees. It 
is very frustrating. It takes so long that our people have just kind 
of given up on that. And that's why I think, as Secretary Sethness 
said, it should be taken in that light, that there is a problem out in 
the field. Loan amortization should be couched in such a way that 
it can be easily implemented. That is why I have a problem with 
only directing the program at qualified agriculture banks, and 
what is a qualified loan? 
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I think if you had a program where any agricultural related loan 
could be eunortized over a period of time, then you would have the 
disincentive that Secretary Sethness talked about that the bank 
would have to implement regarding expenses or dividends or what- 
ever, so that they could m^e a decision very quickly out at the 
small bank level without a lot of involvement vfith personnel in the 
field. 

Mr. KiLLEBREW. Mr. Chairman, if you would, I would like to re- 
spond to one other thing that Secretary Sethness indicated about 
the DAP Program which was enacted last year and the limited re- 
sponse to that program. Again, that limited response was a great 
deal due to the implementation on the local level, and it was past 
the planting stage before the loc£d FmHA offices were in a position 
to accept and process those applications. And I again have personal 
experience with the amount of time. It was late summer, before we 
finally got the final processing of those type of applications. And 
timeliness is something of great importance with these programs. 

Mr. Fitch. Mr. Chairman, if I might, we have the added problem 
in the Western part of the United States with unre£Ui8tic eligibility 
requirements through the Farmers Home Administration. For ex- 
ample, one eligibility requirement is that if a farming entity has 
more than two full-time employees, they do not qualify eis a family 
operation. In some labor-intensive vineyard or orchard crops, we 
have people that clearly are bonafide family operations, but be- 
cause of that type of an eligibility requirement are not able to avail 
themselves of that type of program. 

The Chairman. Mr. Horsager, in general, could you describe the 
nature of life insuremce companies' involvement in private agricul- 
tural lending — is agricultural lending an area in which your com- 
panies wish to continue to participate? 

CONTINUED PARTICIPATION 

Mr. Horsager. I don't think there is euiy question but what we 
would like to continue participation. That obviously is the reason 
we are here today. Our problem has been one that our lendable 
funds have really needed to be more liquid, and as we have tried to 
block up packages of farm mortgages and move them into the sec- 
ondary market, we continuEilly run up against the same problem, 
and that really is one that the buyer of those packages of mort- 
gages just plain doesn't understand — farm lending. And they look 
at it and they read the newspapers, emd they just back away from 
it. And 80 we certainly want to be a big player in it. We would like 
to get back to the position where we shared the farm mortgage 
market approximately 50-50 with the Federal land banks, but we 
just have to be able to put some liquidity into those blocks of mort- 
gages, so that when our products change, we can reposition our 
portfolios quickly to respond to the liquidity needs in the portfolio. 
We definitely want to be a player. 

The Chairman. Mr. Backlund, Mr. Sethness pointed out that the 
emergency acquisition provisions of Gam-St Germain severely re- 
strict acquisition of troubled banks across State lines. 
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What is your position on eliminating the $500 million asset test 
to make failed agricultural bfuiks more attractive to out-of-State 
buyers? 

Mr. Backlund. Our position is that we don't want to see that 
lowered beyond that. We think it is extremely important that the 
community banks' decisionmakers, standard setters, continue to 
live in the communities and be involved in the communities in 
which they serve. And if you allow that, then you would lose that. 
So we would not favor a lowering of that. 

The Chairman. I didn't expect that you would. [Laughter.] 

Senator Proxmire. 

Senator Proxmire. I am delighted to hear that answer. Good for 
you. [Laughter.] 

Mr. Killebrew, I thought your name was Harmon. [Laughter.] 

You know, in Washington, Harmon Killebrew is a great hero. 
Those of us who have been here a while remember that great home 
run hitter, now in the Hall of Fame, I guess. 

The Chairman. From Idaho. 

Mr. Killebrew. By the way, his father was firom Ilhnois. 

Senator Proxmire. His father wm what? 

Mr. Killebrew. His father was from Illinois. So he comes from 
good seed stock. 

Senator Proxmire. Oh, yee, near Wisconsin. [Laughter.] 

But I am happy to see that the ABA has sent up a heavy hitter. 

Senator BoscHwrrz. If you would yield. Senator, I would certain- 
ly want to point out where he did his playing and his good work — 
in Minnesota. 

Senator Proxmire. Well, we certainly want to forget that here. 
Minnesota stole him. [Laughter.] 

Mr. Killebrew, this is apropos of your remark that the funda- 
mental problem is increasing ffu-m earnings. Obviously, it is not 
going to do any good to provide all the credit in the world, if farm- 
ers don't have the earnings that will enable them to pay it off. 

FALUNQ farm EXPORTS 

In the 1970's, it was gener£Uly reported and believed that the 
demand for large U.S. food exports would persist well into the 
1980*8 and 1990^8, because Third World food production would be 
unable to keep up with the demeuid of a growing population. As a 
matter of fact. Global 2000 report predicted a doubling of food 
prices. The value of farmland increased. The farmers were urged to 
increase planted acreage, and it was assumed that one-third of all 
farm acreage would continue to be exported. 

Instead, wheat exports fell from 49 million tons in June 1984 to 
38 million tons in June 1985 and are projected to be only 28 million 
tons this year. Many experts now contend that the era of large U.S. 
farm exports is over, due to the ability and the need of Third 
World countries to grow their own food. 

Now if that is true, will the proposals you are suggesting to alle- 
viate today's farm crisis only cause us bigger problems later? Is 
your solution based on a premise that U.S. farmers will eventually 
reverse their continuing loss of foreign markets, or is it based on 
the notion that they can get along without foreign markets? 
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Mr. KiLLBBREW. Definitely, the foreign markets are going to con- 
tinue to play a large part in American agriculture. The falling 
dollar Bhoula b^in to restore our a)mpetitivenes8 in those foreign 
markets. The people who have those markets todfty fire not going 
to give them up easily, and it is going to be a tough fifiht for us to 
regfiin our position in some of those markets. And by the way, part 
of the problem with the foreign markets is a result of another very 
successfHil Ciovemment program, where we sent some of our very, 
very best agronomists and plant scientists to India and other coun* 
tries and developed new strains of rice and wheat and taught them 
how to use fertilizer and new ffirming practices. And all of a 
sudden, rather than being importers of wheat and other feed 
grains, they are now net exporters. 

So that the result of one program that was veiy successful has 
caused us some problems in the farm community. Farming was and 
probably will continue to be a very cychcal busmess, and we are in 
the downturn of that cycle now. I don't think any of us ceui really 
accurately predict what may happen 2, 3, 4 years down the line 
with agriculture. If we were seated here 1 year ago, could we have 
predicted that oU prices would be at under $20 a barrel or that we 
would see interest rates at the current levels they are. 

You know, 1 think our abiUty to forecast the future in any of 
these instances is very limited. 

Senator Proxmire. Well, I agree wholeheartedly with that, and I 
agree with you on the notion that farming, like banking, like ev- 
erything else in this country, is cyclical; however, my question was 
directed at the long-range permanent structural chfinge, and that 
is what really concerns us here in the Banking Committee. Many 
of us are from farm States, and we are very anxious to do all we 
can to help feirmers. We want to also make sure that we do it in a 
responsible way. 

Mr. Fitch, you wanted to add something? 

Mr. Fitch. Senator, I think you are asking such an important 
fundamental question that I reeuly would like to respond, because I 
think right now more them ever, agriculture needs capital, both in 
form of debt and equity, in terms of new equipment and new tech- 
nologies, in order that we can regain our competitiveness overseas. 
Clearly, the U.S. market is a mature market. If we are going to 
grow, it will have to be overseas. I believe that there is a growing 
market over there. Dem(^aphers tell us that the world population 
is still growing at a net rate of almost 200,000 

Senator Proxmire. World food production is growing too, though, 
isn't it? 

Mr. FrrCH. That's right. The key is, though, that the people are 
where the money is not. I think the problem we are having in the 
capital markets right now, equity as well as debt, as it pertains to 
agriculture, is, 1 believe, they are all waiting for some signals as to 
miere agriculture lines up in this Nation's priorities, particularly 
as it compares to Japan and to Europe. And I think the way that 
that signal can be emitted, for example, is a recommitment to re- 
search and extension, which has reitlly eillowed us to be at the lead' 
ing edge and to be competitive, and a commitment to, indeed, pro- 
mote exports and to do some innovative things to convert this nin- 
damental demsmd there into an efTective demand. 
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Senator Proxmibe. Mr. Backlund, let me ask 3rou, the adminis- 
tration'B contended that the vast bulk of agricultural banks are 
still in good shape, and that we don't really need a major new pro- 
gram. 

What is your response to that view? 

Mr. Backlund. Well, I don't completely agree with that, the im- 
plication of it, anyway. I think that most of the banks are in fairly 
good shape. I think that is true, but they also are looking at possi- 
bly substantial losses and each banker is an individual who looks 
at his portfcdio a little differently. And as a personality, small 
bankers are verjr conservative with a lot of involvement, financial- 
ly, in their own institution. In human terms, there is a tremendous 
amount of euixiety and stress among those bankers which prevents 
them from makiTig good decisions in r^;ard to managing tneir loan 
portfolio. 

This message that you would send out there with a loan amorti- 
zation program or whatever it turns out to be, either with a bill or 
throu^ the r^ulators, is tremendously important in making the 
structural change that I agree with you, Senator, is happening in 
agriculture. I tmnk it will help the b-ansition to have less human 
suffering, less loss of communities, and so on, if we do something 
like this, just to buoy up their morale, so to speak. It is tremen- 
dously important from that standpoint, from the human stand- 
point. 

Senator PiunuciRB. One of the problems we face when we take 
Hub legislation to the floor is the possibility that people on the 
other side can argue that the aid is primarily bailing out banks, 
and it won't get through to the farmers. 

Mr. Backluno. It wUl. 

Senator Proxmire. Now how do we answer that? How do we con- 
vince our colleagues that we are not bailing out banks, that our 
concern is for agriculture? 

Senator Dixon. I think that is a key question. I congratulate my 
colleague on asking it. 

BANKERS AND FABHEBS ARE A TEAM 

Mr. Backlund. I think most of the feedback you are gettii^ ^m 
out on the Great Plains and from the Midwest is that generally the 
ftUTner, the farm communities are very supportive of meir bankers. 
Certainly, there are exceptions to that, but I think most poople realize 
how sensitive and involved the bankers have been. I don't know if 
you saw the "Phil Donahue Show" on television on which one of 
our banker friends from Dubuque, lA, appeared with some other 
people, and the audience, 10,000 fanners, the people involved in 
farming in this basketball arena in Cedar Rapids, were very sym- 
pathetic to this b£uiker. And I talked to him about it afterward, 
and he sfiid, you know, this was heartwarming to him, the fact that 
he didn't get boos and catealls, which he thought he might. 

Senator Proxmire. But how can we be sure that the aid is passed 
through to the farmers? 

Mr. Backlund. Well, you just have to have faith in these country 
bemkers. Their friends' lives are at stake here. They're not going to 
handle this in an impassionate way. They are very concerned about 
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keeping these people afloat find having them stay in farming, if 
they can. In niEiny cases, Senator, it is a real human thing to do is 
to tell a person he is better off if he goes into something else. If he 
doesn't have the strong capital base, if he doesn't have the real 
good productive land, if he doesn't have the management skills and 
the dedication, he is better to find another location. 

Senator Pkoxmire. Well, I'll tell you one part you answered at 
the very beginning, when you pointed out that it makes a world of 
difference when the people who own the bfinks also live in the com- 
munity and are part of the community and their headquarters isn't 
in New York City or Tokyo or Minneapolis or Milwaukee or some* 
place else, but is in the community. 

That is one of the great things about Illinois. I am glad you have 
Illinois today. It's Illinois day today, with these fine witnesses from 
Illinois. Because Illinois, as I understand, has lived by that more 
than any otiier State in the Union. A lot of people don't like it. 
Maybe you don't like it. I don't know. But at leeist you make sure 
that the big city bank doesn't come down and own all the regional 
banks. 

Mr. Bacelund. We have an excellent diversified system in Illi- 
nois. 

Senator Proxmire. I just have one other question, and this is for 
Mr. Pitch. 

Mr. Fitch, the FDIC has reported that in principle, there is no 
difference between a net worth certificate approach and a loan loss 
deferred approach. 

Would you agree, or do you have a preference? 

Mr. FrrCH. Senator, I don't feel qualified to respond to that, be- 
cause, as a publicly held bank, neither of those would be media- 
nismg we would find attractive, simply because of the accounting 
provisions that we're tied to in SEC regulations. 

So I think I need to defer to both colleagues here. 

Senator Proxmire. Mr. Killebrew. 

PREFER LOAN LOSS DEFERRAL PROGRAM 

Mr. Killebrew. Well, I would respond, first of all, from a bank- 
er's standpoint, I think the deferral of loan losses is much easier to 
understand and much easier to administer than the issuing of net 
worth certificates. I think that in issuing net worth certificates you 
again get into the bureaucratic process and you probably increase 
the amount of Eidministration necessary to administer that type of 
program. The loan toes deferral should be a fairly simple straight- 
forward procedure that could be done without a great deal of ad- 
ministrative costs. 

Senator Proxmire. Thank you. Thank you, Mr. Chairman. 

The Chairman. Senator Dixon. 

Senator DixoN. Thank you, Mr. Chaimuin. May I say to the wit- 
nesses, that I think it is apparent to them from what they have 
heard today, from the supportive remarks of the chairman £md the 
ranking member and from the majority leader, that there is a 
great likelihood of a markup on some kind of legislation, similar to 
what we've discussed, and that there is sufficient cor enaus in the 
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committee that there is a good likdihood the bill will ffo to the 
Ooor. 

Now ] want to echo what my friend from Wieconiin has just 
asked you. liiere will be some that will want to 81^, "Well, thu ii 
great for the banks. Give them an tvportunity to amortiee this lOM 
over a period of years." 

I wEtnt you to put on this record, wlqr this ia good for the fiarmer. 
The Farm Bureau has endorsed this legislation, aa well as your or^ 
ganizatiotis, and the question will be raiaed on the floor, how doee 
this help the farmer? So if we have a Loan IMarral Program, and 
we talk about the number of years in due course here, how will 
that specifically help the farmer, not your bank, but the &rmer in 
Petersburg, in that area? 

Mr. KiLLEBREW. Well, first of all. Senator, in our State of Illinois 
we can get some examples where banks have failed and gone to 
purchase and assumption with the FDIC. And I think vn will find 
it's made it very, very disruptive to the ccMnmunity and very die- 
ruptive to the borrower, and the borro we rs have sufEned as a 
result of that very disruptive practice. So if we can use loan loss 
deferrals and keep some banks oprai without going through a pur- 
chase and assumption procedure, we have done a great deal toward 
stabilizing the local lending environment. 

BBMKme TO THE BOUOWEB 

I, think Vbat there are ways to structure the thins, so that the 
bo w pwer does benefit. I think if you will hxik at the DAP Program 
laat year, you look at the interest rate buydown that is in the cur> 
nut &ETO Ull, and tiie pnnaoeal by Senator Boschwitz, the banks 
have to give up sometiung. ThOT have to give up— to get a guaran- 
tee, ihsfpyB had to give up and write down principal and fiwgive 
pEinehiaL They've had to write down interert and forgive interest, 
m (vdM' to meet the test And there are ways this can be struc- 
tured to make sure that the borrower is going to be the ultimate 
beneficiazy. 

Sraator Dixon. Isn't it more likely that jniu would be more likely 
to accommodate the borrower and to write down that loan and to 
put him in a poeititm to be able to meet some kind of cash flow 
requirements with your institution, if we passed some kind of a law 
like this? 

Mr. KiLLKBRKw. That's right. And the greatest service that we 
can be to the small communities, especially, is to make sure that 
there are banks there to service the credit needs and that there are 
fjtematives, that the Farm Credit System is going to be there. 
Let's have some banks there, let's have the insurance compemies 
there to provide some long-term credit, so the borrower has a 
choice and is not limited to only one source of credit, because when 
we get to a situation where they are limited to one source, we are 
in (kingerous waters. 

Senator Dixon. Now let me ask you this question, because it will 
be a prEictical question, I suspect, for the committee, Mr. Chairman. 

My original bill, as you know, that waa defeated 44 to 47 on the 
floor last year on the 1985 Farm bill, had a 30-year amortization 



opportunity. The bill we're talking about, I think, today, more sig- 
miicantly, is S. 1943, which has a lO-year amortization. 

Questions have been asked by others about what are the ideal 
number of years? And I'm sure that when the committee reviews 
this, and we have our internal discussions, a lot of time will be 
spent on how many number of years ought to be employed in the 
eunortization period. 

And I would like you to address that, if you can, to show us 
what, in your view, is the more reasonable number of years to use, 
from the standpoint of the institution itself, the bank, and also 
from the standpoint of the borrower, from die standpoint of the 
community as a whole and from the standpoint of the FDIC and 
others, its well, the r^fulators, as well. 

C^m you do that? 

Mr. Backlund. Are you asking me, sir? 

Senator Dixon. Yes. 

Mr. Backlund. Well, I think 10 years, quite honestly. Senator, is 
more realistic th£ui 30, because of the safety and soundness impli- 
cations. Actually, what we are doing here is allowing banks to op- 
erate at lower capital over a period of time, and that puts an adi£- 
tional liability on the FDIC fund. So if anybody is funding this sort 
of proposal, it certainly isn't the Treasury or the taxpayer. It is the 
banking system which is assessed. 

So from that standpoint, I think 10 yesu^ is a realistic time 
period, and I agree with Randy that 5 years is probably the mini- 
mum that would be of help. So I think you are dealing in that 
range, and certainly, I am sure that you will have the regulators 
who will be involved in this process also, and they will have their 
point of view. After listening to Secretary Sethness, I am sure they 
prefer the shortest timeframe possible. 

Senator Dixon. Well, I am sure of that too, and that's why I'd 
like to hear the argument against that, if I may, for the record. 

You heard the comments of my friend from New York State 
before he left, felt it ought to be 10 years. I £un sure that the r^u- 
lators somewhere along the line, Mr. Chairman, will say here, well 
it ought to be as short as possible. 

So I am asking you what is the argument against making it as 
short Eis possible, from the standpoint of the borrower and the 
lender, independent of the regulator? 

LONGER PERIOD ALLOWS GREATER COMFORT LEVEL 

Mr. Backlund. What I was saying, we are trying to raise the 
comfort level of this small town banker, who is so deeply involved 
with his friends, his business, and his livelihood and his life, that 
the longer the time, the higher that comfort level and the better he 
is going to be able to deal with these problems. 

Senator Dixon. Let's talk about the farmer. 

Mr. Backlund. All right. Let's talk about the farmer. 

Senator Ddcon. Let's talk about him. What about from his stand- 
point? 

Mr. Backlund. From his standpoint, if a farmer is a mai^inal 
borrower, and many of them are, and his bank's lending limit is 
reduced because capital goes down, and his bank comes in and 
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says, you know, we've been loaning you $100,000, and now we're 
down to where we can only lend you $50,000 becauBe of our lending 
limit, you are going to have to go and get this additional money 
someplace else. There just isn't imy place to go now. Everybody is 
Btaying away from these farm loans. The small town banker can't 
go to his correspondent bank. They're staying away from it. 
They've got l(»se6 that they are concerned about. 

So it is extremely important to the marginal farm borrower, that 
his bank keep its lending limits up. Extremely important. 

Senator I^ON. May I ask this of you and Mr. Killebrew and 
otliers. 

If the amortization period is longer, stay 10 years, rather than 5 
years, is the likelihood of your accommodating the farmer and re- 
ducing the amount of the loan fmd writing off the loan by amortiz- 
ing it over that longer period greater? 

Mr. Backlund. Oh, absolutely. 

Senator Dixon. And would the writeoff be greater? Would the 
amount of the reduction probably be greater, if you have a longer 
period to write it off? 

Mr. Backlund. It could be, and if you are amortiziM the loan 
over a longer period, it means that you are more likely to stick 
with that fsirmer. 

Senator Ddcon. Mr. Killebrew. 

Mr. KiLLEBSBW. Well, I think there is a possibility of maybe 
tying the two together, from the standpoint that if you have to re- 
structure a farmer's debt, a part of that restructuring ia the fact 
that the bank is going to forgive or write off a portion of that and 
restructure the balance over a period of time. Maybe that period of 
time is going to be 5, 7 years that you are going to give the farmer 
to efim his way out and pay you back the balance of that principal. 
Then maybe you could tfJie the amount that you had to write off 
and amortize it all over the same length of time. 

So that if you are going to extend that line of credit to the 
farmer for 7 years, then the portion of it you write off, you amor- 
tize over 7 years. There are ways that that can be structured, so 
that it is equitable to both the financial institution and the borrow- 
er. 

Obviously, if you attempt to amortize it too quickly, all you're 
doing is deferring our loan losses into the next two or three ac- 
counting periods, and you are probably going to continue to erode 
the earnings of the bank. 

Senator Dixon, lan't that exactly the point, that you need some 
time work with the farmer? If you have more time, your opportuni- 
ty to work for that farmer and work with that farmer to benefit 
that farmer is greater. So the shorter period of time, the less oppor- 
tunity to work this out with the farmer. The longer period of time, 
the more opportunity to work this out with the farmer; isn't that 
true? 

Mr. Killebrew. That's true. 

Senator Dixon. So time, so far as we grant you time to defer 
these things and amortize over that period time, the more time we 
grant you, the better it works in the interests of the individual 
farmer you are dealing with. 
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Mr. KnxEBREW. There is one other thing here, I think, that 
needs to be part of your consideration on thia, and that ia, the hi- 
temal Revenue Service has a different int^pretation when ve 
start writing off or forgiving principal and how that is treated for 
tax purposes for the borrower. That needs to be addressed as pait 
of this whole package, because I know of situations personally 
where the lender and the borrower are able to reach an agreement 
on restructuring a debt and either forfeiture of assets or payment 
of debt or the lending institution forgiving debt and restructuring 
the balance, but that causes a tax problem for the borrower. That 
needs to be addressed as part of your overall progrcun. 

The Chairman. If I can interject, we don't have jurisdiction of 
taxes in this committee, we do windows, housecleaning, and a few 
other things. [Laughter.] 

So we can't put that as part of what we're talking about. 

The Finance Committee would be very upset with us. So if that's 
a problem, I have learned enough about jurisdiction and turf 
around this place, I am not going to touch taxes in this committee. 

Senator Ddeon. Let me ask one more question for the record, Mr. 
Chairman 

The Chaibhan. Sure. 

Senator Dixon [continuing]. Before we adjourn for lunch. 

Would you all indicate what you think is the appropriate time- 
frame for doing this. Assume that the committee can hear all the 
regulators and other things we have to do and get to a markup 
within a period of 10 days to 2 weeks or so, dependiog upon the 
many obligations of the busy chairman of this committee, what is 
the timeframe on when we ought to get this bill passed and to the 
President's desk, in order to accommodate the concerns out there 
in agricultural America? 

Mi. Backlund. Senator, timing is tremendously important, and 
it needs to be done today. So anything you can short circuit on the 
time will have a tremendous value. To come up with your consen- 
sus very quickly, so it can be spread out into the agricultural ctnn- 
munity, would be of help also. 

The Chairman. Thank you, gentlemen. Your testimony has been 
veiy helpful. The committee is adjourned. 

[Whereupon, at 12:05 p.m., the hearing was adjourned.] 



igVeci by Google 



FARM CREDIT ADMINISTRATION ACT 
AMENDMENTS OF 1985 



TUEWAY, BIARCH 11. 198S 

U.S. Senate. 

COHMITTBB ON BaNEING, HOUSING, AND Ubban AffaIRS, 

Washington, DC 
The committee met at 9:30 a.m., in room SD-538, Dirkaen Senate 

Office Building. Senator Jake Gam (chairman of the nnnmittee) 

presiding. 
Present: Senators Gam, lyAmato, Gorton, Mattingly, Hecht, 

Gramm, Prozmire, Cranston, and Sasser. 

OPENING STATEMENT OF CHAIRMAN GARN 

The CHAraMAN. The Banking Committee will come to order. 

Today we continue our oversight of the effect of the farm crisiB 
on financial institutionfi in agricultural lending. 

At my request, the bank regulators undertook an analysis of the 
situation Euid submitted options as to how they and Congress might 
ease the strain resulting ^m such lending commitments. 

The focus of this hearing will be to explore the specifics of the 
r^ulatora reports. As I indicated at last week's hearing, after com- 
pletion of the hearing process, it is my intention to work toward 
markup of a proposal to assist farm banks and borrowers throu^ 
this transition period. The contents of such a measure have yet to 
be determined. There is a general understanding eunong interested 
parties that we should work to develop a consensus padcage which 
addresses the problems effectively, responsively, but avoi(£ becom- 
ing a l^islative Christmfis tree. 

Furthermore, Senator Dole has pledged his willingness to sched- 
ule floor time for our effort. 

Last weeks hearing produced a full discussion and valuable in- 
sight on some credible suggestions. I expect more of the same from 
today's hearing. 

Today we will hear from William Seidman, Chairman of the 
FDIC, Robert Clarke, Comptroller of the Currency, and Preston 
Martin, Vice Chairman, Board of Governors, of the Federal Re- 
serve. 

Mr. Martin will be accompanied by William Taylor, Director of 
Bank Supervision of the Federal Reserve. 

Before we do that, we will begin with Members of the Senate. 

Gentlemen, if you would like to come up to the table. 

Before I turn to you, I would ask my colleagues if they have any 
comments they wish to make. Senator Hecht. 
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Senator Hecht. Thank you, Mr. Chairman. No comments. — 

The Chairman. Senator Mattingty. 

Senator MAmNGLY. I thought you were going to get me this ■ 
week hke you did last week. ■ 

The CHAiRBitAN. Just seeing if you're alert and awake. z 

Senator Mattingly. I just want to commend you again for hold- ■, 
ing the hearings. I think these hearings demonstrate the impor- ; 
tance of the issue and interest here in the Congress. I think every- ; 
one over the country is concerned about agriciJture and wants us , 
to develop a consensus. 

I have the greatest confidence in this chairman being able to do 
that. Thank you. 

The Chaibhan. Thank you. Senator. 

Senator Heinz. 

PREPARED STATEMENT BY SENATOR JOHN HEINZ 

Senator Hsinz. Mr. Chairman, thsmk you for having this second 
day of heeuTngs on the farm credit crisis and I welcome our guests. 

Last week we heard a disturbing litany of the problems befalling 
the agricultural banks mostly concentrated in the Midwest and 
West. Of the 120 banks that failed last year, 62 were agricultural 
banks — a startling increase from the 25 agricultural banks that 
faUed in 1984 and the 7 that failed in both 1982 and 1983. Farm 
production lotm losses charged off by insured commercial banks to- 
taled $900 million in 1984, up from $436 million the year before. In 
the first three quarters of 1985, chargeofTs came to $755 million. At 
this rate, chargeoffs could reach $1.5 billion for all of 1985. 

There is no question that something must be done to help the ag- 
ricultural banks and, more importantly, the farmers who are de- 
pendent on the agricultural banks in their communities. This com- 
mittee must decide the best way to address the problem. 

Most often mentioned last week was a plan to defer loan losses 
by allowing them to be amortized over 5, 10, or 30 years. Also men- 
tioned were net worth certificates for agricultural banks. I am in- 
terested in hearing your views on these proposals. If either of these 
approaches were to be adopted, for how long should they be in 
place? What strings should be attached to either an extended loan 
loss period or net worth certificates? 

Also mentioned was an expansion of the types of institutions 
that could acquire feuled or failing banks. I would be very interests 
ed in hearing your thoughts on tlm proposal. 

Last week's hearing revealed many options for dealing with the 
crisis our farmers face in obtaining credit in the iigricultural com- 
munity. I look forward to the testimony of our witnesses today. 

Thank you, Mr. Chairman. 

The Chairman. Crentlemen, we're happy to have you with us this 
morning. Wait till you see the questions we've got for you. We've 
just been waiting for you to appear before us. 

Senator Nickles, would you Uke to begin? 
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STAmnSIT OF DOH nCXL^ r:& SEKATOK FKOI nn STAIS 



c Mr Cbtdrmas It 
interest in boMiie mmae if ■^teae pntuens liaa -wf'tt hiriap ic «(^ 
ricoltiirvl ^'■"fc* and *'»*'^ ^imu^iaa: t&if cvunt:^ I AffJSKUM 
your kadenliip, yaar wUhagBB^ "ir simc viii: liiis ^cnaur «: m^^ 
end nrriiriiii iTiMTuft ■ill iiiiiii of sw prdkueaae Iik» Ptsii Sqou* 
t^at we've faad in oar Sane- Tlepeaa^. voo've idK<«ii « freM doal 
d[ coaperwtkm wbA iMdnntiiTi anc Tie suk gissrfial. 

Mr. Chainnan. it (Dec vixhcm sariz^ w'tv pot sosne ^«i7 am- 
ous piuM e u* ihrwieh'nn tbe Sase and ■da-oogttcsa ii» aericuhund 
eoaaaniy. la aj Stitte td Oklahnma. I ijusk it pmbftbtr hi» doMr. 
M^fae die jarAhirir ue eves greaser tnazi is moss ^tce. In just 
looking at the mmfaer of bank faihires dmn^uor ibe Nation. I 
ne in 198S. tbere wore lb. In 1£)S4. ibere wen 7<t. and in ljt$&. 
ttme were 120. So the nmnba- tf bank fuluras has risen subecan- 
tuuJjT uunQBifliit the r^wnt^ 

In any State of OUahcana. since the Peon Squarv Bank failure of 
July 5, 1982, fliae haw been 34 bank fmiluras in my State alone. 
In 1984, there were 5 bank failmes and last year, ve had IS bank 
bilazea. lliat is IS. Nataonvide. there were 12D. 

StatJBtJBally, joat to show you a listing, and FU submit this for 
the record, bat you can see that it's mo^v in the Farm Bolt pot> 
tion of oar State, and most of the banks that failed are what we 
would daonfy as agricultural banks, or many of than w«>re. the 
mqjority of than wexe. A lot of them had high incidences of loans. 
boUi in enexgy and agricoltuiB. both of which are in severe finan- 
dal Btraits today. 

So the pli^ that we find agriculture in. the plight that we find 
the energy indostiy in, also applies to the banking industry it\ our 
State, and not only in our State, but throughout the Southweet and 
throufi^iout the Farm Belt. 

[List of bank Eailuiee in the State of Oklahoma submitted f^'^r the 
record followB:] 
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CKLAfOU BMK FAILURES 1982-1986 

■nk 
B City: July 5, 19B2 



Deposits: t4T0 i 



Security State Bank 
Koor«land: Dec. 16, 
Deposits: tlD.1 d ~ 

Bank of Red Oak C 
Dec. 16, 1983 
Deposits: $10.5 n 

First Continental 
Del City: Hay II, 
Deposits: (9". 3 D>11 

Coaramlty Bank (( 
Enid: Sapt. 1», 
Deposits: )28 a: 



Knerlcan State Bank 
ThooBa: Oct. 19, 198tt « 
Depoalta: t£1 m'" ' 



Deposits: 116 nlUlon 

Bank of Hunter 
I^B-ll 4, 1985 
Deposits: tZ.T mill 



.._ _. J CtfcCUln) 

May 16, 1985 
Deposits: tCT Blllian. 



Croasroads State Bark 
Odahua City: July 11, 
Deposits: IIT Blllian. 

Security Bank and Trust 
Hldweat City: August B, 
Deposits: *35 million. 

First Matlwal Bank 
Terral: Septwitier 27, 19» 
DeposiCa: 13.2 Bllliixi 



Faners State Buh 
ATton: Ootober IT, 1985 
Deposits: t9.5 nllllon 




First SI. 

Cache: January 10, 1986 

Deposits: t18 Billion 

Elk City SUte Bank 
February 21, 19B6 
Deposits: *^^ mUllon 



lyGooi^le 



87 

Senator Nickles. So we've got some problems, and I think the 
statistics show that we have some problems. The Farm Credit 
System last year, for the first time in its history, lost $2.79 billion. 
What can we do about it? Let me just offer a couple of recommen- 
dations for the committee to consider. And again, I appreciate the 
committee's indulgence. 

First, Mr. Chairman, I would hope that we would look eis far as 
the private banks, that we would give them the opportunity to be 
able to write off a loan loss over a period of years. I'm not sure 
exactly what that period of years should be, maybe 5 years, several 
years, 10 years. I'll leave that to the discretion and wisdom of this 
committee, but I think allowing the banks the opportunity to write 
those ofi' over a period of years, instead of saying, yes, the auditor 
came in. He classifies that loan. It should be written off. Therefore, 
you're in a foreclosure procedure in many cases. 

Oftentimes, you're cUsplacing a farmer, a business person and 
maximizing the loss instead of minimizing the loss. I would hope if 
we had that deferral arrangement, where it could be written off 
over a period of time, that would give the banker and the farmer 
or rancher, the business person, the time and the flexibility to be 
able to work something out that would minimize those losses in- 
stead of increasing those losses. Minimize the number of displace- 
ments, foreclosures that we have in the System. I think it would 
give them some breathing room and some breathing room right 
now that we certainly need. 

Second, Mr. Chairman, I think we will find that banks will be 
given some flexibility in maintaining their capital ratio. I propose 
that the present ratio which ranges from 5V^ to 6 percent, be in- 
creased. In my State of Oklsihoma, we had a bankers advisory 
meeting, where we had about 60 bankers in attendemce from across 
the State, both large banks and small banks. We discussed the cap- 
ital issue extensively. Many stated that while it might be a nice ob- 
jective to have a higher capital ratio, implementing this at this 
time, where we're eilready in a very severe economic time, would be 
very, very detrimental to them. And they would find it very diffi- 
cult to come up with additional requirements, and that would be 
putting additional pressure on financial institutions, at a time that 
they cannot stand that pressure. 

Also, Mr. Chairman, I would hope that any financial institution 
would evaluate the benefit of restructuring a loan, as opposed to 
foreclosures. 1 would like to encourage banks — and most private 
banks are doing this, and we're encouraging FmHA to do this aa 
^ell, to look at restructuring where possible, where that's cheaper 
than foreclosure. I've introduced legislation to do just this. We 
found that in the Farm Credit System, a lot of times the Federal 
land bank would implement and go forward with the foreclosure. 
For example, in a foreclose on an individual, the institution may 
only receive 50 percent of the original amount of the loan, where it 
might be much cheaper to restructure. This could be accomplished 
through deferral or possibly an interest rate or a principal reduc- 
tion, maybe in the line of 20 percent. This would compare to a fore- 
closure loss of 50 percent which would and kick a farmer off his 
iarm and then bring somebody else in at a lower rate. 

Digiiizea by 
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The Farm Credit System in my State has interest rates right 
now of ahout 12% to 13% percent. We're finding that sometimes 
they'll foreclose. And we have 423 foreclosures in process i^ht now 
in the Federal land bank system in our State. We have 2,(KX) that 
are behind on their payments. That's out of 18,000. To give you the 
statistics on the status of our Federal land bank system. What 
we're encouraging them to do, and we've introduced l^islation 
tiiat would basically require them to restructure if and when it is 
determined by a committee of their stockholder peers that it would 
be more economical to restructure than it would be to foreclose. 1 
am trying to minimize the number of foreclosures, minimize the 
number of farmers and ranchers and business people that are 
thrown off of their property. It is cheaper to do that than a foredo- 
Bure. 

Those are three recommendations this Senator has to offer. Ili^ 
are certainly not all-encompassing, and 1 am sure that the commit- 
tee will come up with, hopefully, those, and it may be even othen 
that will make some giant steps toward alleviating some of the 
very, very serious problems that we're finding in agricultural 
banks and energy banks throughout the country and particularly 
in States like mine. 

I thank the chairman for his patience and also for his willing- 
ness to work with me and other Members to see if we can't solve 
some of these problems. 

The Chairman. Thank you, Senator Nickles. Senator Melcher. 

STATEMENT OF JOHN MELCHER, U.S. SENATOR FROM THE STATE 
OF MONTANA 

Senator Melcher. Mr. Chairman, members of the committee. 

As we all know. Congress sets a national policy for American ag- 
riculture, periodically, with comprehensive farm bills and the most 
recent one passed weis last December. It renewed agricultural 
policy for the country for 6 years. 

Farmers want to get a price for their crops in the open market to 
cover their costs, plus, hopefully, a margin of profit, however, 
prices for grains, cotton, soybeans, and rice, as well eis livestock 
and dairy prices at the market, are at or below the cost of produc- 
tion. With the exception of livestock, there are farm programs cov- 
ering commodities that provide for price supports, and in addition, 
wheat, feed grains, cotton, and rice producers are provided with ef- 
ficiency payments from the Treasury to protect their income while 
commodity prices are low. I believe, as agricultural producers be- 
lieve, that the price supports set in this bill we just passed in De- 
cember, are unwieldy mechanisms providing only a minimum safe- 
guard for farmers and that the required restraints on production, 
also contained in the bill, may not cause commodity prices to recov- 
er in the open market. 

DILEMMA OF LOW INCOME FOR FARMERS 

In short, this bill just ptissed, lilte preceding farm bills, may not, 
over its life of 6 years, solve the dilemma of low farm income and 
cumulative large commodity surpluses, which are costly and re- 
quire a Treasury deficiency payment. Yet that is the national goal, 
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and the bill itself is the underlying national policy. That is, first, to 
continue to produce lai^e crops, most of which must be exported. 

Second, it is national policy to maintain the present productive 
capacity. That means retaining, if possible, the current farm oper- 
ation to produce a crop. Although restrained by provisions of the 
bill requiring farmers to set Eiside part of their Ifuid to reduce pro- 
ductitm, the crops that are expected to be harvested in 1986 will 
Ukely far exceed domestic needs and burden the market with con- 
tinuing low prices. 

Meanwhile, agricultural exports, which have declined 26 percent 
since 1981, are expected to increase over the next few years and 
strengthen commodity prices. Faced with a national policy of con- 
tinued production of surplus commodities, the dilemma of feu-m op- 
erators is to survive 1986, and until stronger exports strengthen 
commodity markets, agricultural credit at lower rates of interest 
are desperately needed this spring. 

Credit availability is generally from three sources, commercial 
banks, the Farm Credit System, and the Farmers Home Adminis- 
tration. Current interest rates nm about an averi^e of 13 percent 
on agricultural loans in commercial banks. Commercial banks have 
rigorously reviewed agricultural borrowers stetus and have classi- 
Red approximately 20 percent of these loans. In general, over 50 
percent of agricultural loans held by commercifd bcmks are ranked 
as moderate-to-high risk and therefore, require high-interest rates. 

The Farm Credit System has suffered losses in 1985 exceeding $2 
billion and has set interest rates in some areas higher than 13 per- 
cent on farm operating loans. The Farmers Home Administration, 
the farm lender of last resort, has attempted to permit lower rates, 
but is still above 10 percent. 

Interest costs for farm borrowers are, in most cases, the m^or 
operating cost. The rates are too high to show cash-flow capable of 
repaying the loans for the next 3 years, and it is crucial to have 
farm and ranch operating loans in the 8.5 to 9 percent range to 
permit adequate cash-flow, if 20 to 40 percent of current feu-m oper- 
ators are to remain in business. While not every operator will be 
able to demonstrate a reasonable cash-flow at that rate of interest, 
a great number of those at risk could recover at a 4-percent lower 
rate of interest. Restructured loans at reduced rates will produce a 
positive cash-flow for many agricultural producers that will other- 
wise be unnecessarily liquidated. 

In the farm bill, advance deficiency payments will be made to 
farmers in the corn, feedgrain, wheat, cotton and rice programs. 
That is some help for them, but the beef, pork, poultry, dairy, and 
other producers do not receive such payments. There can be no 
delays in this credit crunch to reduce interest rates, if the continu- 
ing syndrome of farm and ranch liquidations is to be stabilized. S. 
2116 introduced by myself and Senators Burdick and Ford directs 
the Federal Reserve Governors to provide up to $36 billion in agri- 
cultural credit to commercial banks in the Farm Credit System at 
the rediscount rate now at 7 percent. 
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ASStOTANCB FROM THt FEOSRAL RE8BBVK 

I've intnxluced amendments for S. 2116 to make it man i 
able. My Hppruach does not add to the Federal deficit. Whatever «t 
do hen> in Oon^n^ss this year, we're going to be faced with theeoft' 
tinuinK rtH]uirenient of not further adding to the Federal defidt 
without »ome offset. The Federal Reserve already has authoritolt 
pniviile this kind of credit assistance without new loas. The Fedenl 
ReM>r%'(> S>-8tt>m hiu used the discount window in this faahion in iti 
early yenm. 

In rtHtMit yettr«. the Federal Reserve has restricted the use of the 
di^Munt window to ement^ncy situations and only provide! a 
pt>riiKl of very short duration. I oelieve we have an emergency stn- 
ation now with farm credit. I would hope we could convince the 
Ft<dertil Kt^^rve that the agricultural credit crisis is a real efncr 
gtmcv tind that they would agree to act on their own; however, if 
the tNnlcml Hcwn-e oaiinot be convinced on the need to act quicklT 
in thit) itgricultunil cnntit emergt^ncy. Congress must still find Mme 
8ohition to the dilemnm we face. 

Whatever inethixls tire used. I believe a bill must be paNed and 
implement nl within n few wtH'ks that will result in 8^ to 9 per- 
cent »Kricultunil loans. 

Mr. rhtiinnan and membt^rs of the committee, I know your taak 
to act quickly on metuiurett that can provide such a type of interest 
rate r(»duction w a difTicult one. but I urge you very sincerely to 
pntvide a nicthtxl and a met'haniam for relief very soon. 

Thank you. 

|The complete' pn»i>ared statement followa:] 

I'mci-AMKii Statkmknt or Sknatiih John Mrijthhi 

TIh> nntiuniil [Nilii'.v Tor Aitii'rii-itii n|irii'iiltlii 
Iborixntidn i>r the iiinuirpliPiuiivi- Varm Hill, i 
jfiMMH by rwHKrcHH liwt lli>itii»bt>r. 

KitmuifM wiint to ff't n )irit-«' Tor Ihoir i-rop* in tlu' open mitrkot that covera CcxU 
pluM. hufX'rtill.v. II iiiiirKiM orpnilit. Mowovit. iiriitw fi)r Kruin*. cotton. HybMni, and 
rkv. iw wt'll an livtwtiH-k ntiil dniry ninrki't prKvn nn> nt iir b«>low the CMt of produc- 
tirni. With thi> i>R<,t<i>tiiii) iiC liviwtiN-k. thi>rt> hit fnrn) pniicrtiiDii for commoditiM that 
pr()vUli> fm pritt^ HtiiiiKirt mid. in lulitition. whiitt, rtH<d icniin*, cotton, and rice pro- 
dutfni iiro pnividi'd with d<'rK-li>iii-v (MiyniPntii fnini tho Tn'iwury to protect their 
incotni' whil<i (iimiiKKlily prii'i'H nn' low. 

I bi'lJKVK. iiH iifirii-uhurul pnNlui.'«>rM b(<h*>v(>, thnt th« pri(-i> eupporta Mt In this bill 
un> unwieldy niwhiiniMniM piMvidinii only ii niiniiiium Niift^unrd for farmen, and 
Ihiil Uit> nH)uin>d rtwtniintii dii prodiK-liun may not t-HtuH< (-oniniodily prlcea to recov- 
or on the iip<<n miirkft. 

In nhurt. IhiH bill JuBt pmmkI. ljk<> pnin^inK farm bllln. mny nut. over ita life of 6 
yean, hoIvo the dilemma of low fnrni inconw and cumulative larRe commodity sur- 
pluura, coatl^ in Trenaury dvftcipncy payment*. 

Yel that w the national ko^I. and the hill itaelf in Ihc undvrlyinK national policy. 
That in finit to produce Inrife crop*, much of which munt be (•x|xirti<d and. second, it 
is niitlunnl policy to maintain the preaent productive capacity. That means retaln- 
inKi if powible. the current farm operation* to pn>duce the criipn although re- 
strained by provisions in the bill requirinH fiirTners to M't UHide juirl iif their land to 
reduce production, the crop* harvested in ISIHG will likely fpir exciH>d domestic needs 
and burden the market with continuinH low prices. Meanwhile, nKriculIurnl exports, 
which have declined 26 percent since IDNl, are expected to ini;reiiM> over the next 
few years and strengthen commodity prices. Faced with a nulional policy of contin- 



lower rat«s of interest are desperately needed. 
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to permit adfywf^ cwfc fliMr if 20 to 40 penaK of a 
(VSMtn in buauttm. Whfle not e«R7 opnstor wQI be aUe tad 
He earfi flaw «t that rate of intenat, a 
at a 4-pcm»t lm>er rate et a 



Miade to tumen in the com. feed (rxiii, wheat, cotfan, and rice pro^va^ That k of 
' *p far them, but the bttt, pork, poohiT, dairy, and ottier producen A> not 



There can be no deloTS ii „ 

£ann and ranch lanudatiotie ie to be itabOind. 

% 2116, IntrodtMcd bj' mrmU. Senators BanUck and Ford, directs the Federal Re- 



„ ^t rat«,ii_ _. . 

hove introdnced amendotente for S. 2116 to make this method workaMe to package. 

This method does not impact the Federal budget 

The Federal Reeerw already has outbority to provide this kind of credit asmst- 
anc« without new law. While the Federal Reserve System has used the diacoont 
window in this bshion in its early years, in recent years the Fednal Reserve has 
restricted the use of the discount window to emergency situations and only for peri- 
ods of very short duration. 

I wouM hope that we could convince the Fedetal Reaerve that the agriniltuial 
credit crifis •• a real emergency and that they would agree to act on their own. 
Homver, if the Federal Reserve cannot be convinced of the need to act quickly in 
Uiis agricultural credit emergency, we will Bee thousands more ranchers and fann- 
era ncedleesly driven out of business. 

Whatever method* are used, 1 believe a bill must be passed and implemented 
within a few weeks that will result in 8^ to 9 percent agricultural loans. 

The Chairman. Thank you. Senator Melcher. 
Senator Exon. 

STATEMENT OF J. JAMES EXON, U.S. SENATOR FROM THE STATE 
OF NEBRASKA 

Senator Exon. Thank you very much, Mr. Chmrman. Mr. Chair- 
man and members of the committee, thank you for having us here 
this morning to address firsthand the problem. 

We are just delighted that you are moving aggressively ahead in 
this area. 

Mr. Chairman, I will read from a rather brief statement. I think 
that is a lot better than going off the cuff. 

Significant numbers of agricultural lenders face serious problems 
because of high-interest rates, the high value of the dollar, the low 
farm income, and the declining land value. It is just scary when 
you are out there seeing it firsthand. 

In the last 3 years, 22 banks have closed in Nebraska. The de- 
pressed agricultural economy has been a major factor in most of 
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these cloeiiigs. It is not only the iaimerB and t i incfaen, Mr. k 
Chairman, it is the Main Street buadneaBmen who e now e^Kri- y 
encing bankruptcies at the highest rate since t Qi . Deim 

We must do something now because the sii in the 

Belt is critical. Just last Thuiaday the Federal regulatars dosed 
First National Bank of Tekemah. & 

As a result of these closings, hundn s of Earmers and landicn ■ 
now must deal with the FDIC on ir outstanding hwns lather u 
than with their local banker. a 

Across the Nation agricultural bankers face the difficult dioiOB ■ 
of foreclosing on farms or risking their own UquidatiCHi or Eoroad 
merger with the bank r^ulations as they presently exist. 

Mr. Chairman, I am encouraged by your commitnimt to mon 
quickly on l^islation to address these pnMema. I would suggeit 
that this committee and the Senate consider each of the three qis- 
ciiic proposals that have been made, identified by the general talk 
force of the American Bankers Association and the Independent 
Bankers Association of America. 

These three areas include measures to stabilize the capital posi- 
tion of the agricultural lenders, programs to improve the pOBitioD 
of the farm borrowers, and steps to address the declining fiarmland 
value. 

With regard to bank capital, I was very interested to read the 
report issued last month by the FDIC on farm bank problems. Ilal 
report was the first public acknowledgement that I nave sem from 
the bank regulatory agencies that there are indeed serious prob- 
lems in rural America. 

PROGRAMS TO ASSIST TROUBLED FARHBRS 

The report discussed two possible eiltematives for improving the 
capital position of farm banks, a Net Worth Certificate Program or 
a Loss Deferral Program. 

I introduced legislation last year, aa the chairman and others 
know, to extend file Net Worth Certificate Program to distressed 
agricultural lenders. 

My distinguished colleague from Illinois, Senator Dixon, has in- 
troduced legislation to permit farm banks to amortize their loan 
losses over a period of 10 years, and I strongly support that legisla- 
tion. 

The FDIC report concluded, and 1 quote: 

A carefully constructed program that enabled fsnn banks to defer or be reim- 
bursed for some portion of their losses could help reduce the number of btmk fail- 
ures and limit further disruption to the farm community. 

I would urge the committee to approve a Net Worth Certificate 
Prc^tmi, a Loss Deferral Program, or some combination of the two 
to address the capital problem of farm banks. 

With regard to improving the position of the agricultural borrow- 
er, I would recommend exptuision of the $490 million Interest Buy- 
down Program which was included in the new farm bill, as well as 
other guarantee programs with the Farmers Home Administration. 

I believe it is essential that emy package developed by the Con- 
gress provide direct eissistance to farm borrowers as well as their 
local banks. 
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FinalW, ttie C ntut addreas the problem of declining land 

. lahKB. m nu V of my State, the value of farm land has 

ihomed as m rcent and in some caaes more over the 

liot S yean. It i i u jne, members of the Banking Committee, 

iriMt that dMwB to financial statements. 

Sevml i^itionB have been presented to you, including a second- 
■17 "*m***- for form real estate and permitting banks to hold agri- 
dutural land for IcHiger periods of time. 

As the recent FDIC report noted, in some instances it may be 
preferable for a bank to lease land back to farmers rather than 
selling it 

Senator Nickles addreesed that in his testimony that precedi<d 
mine. I associate myself with the remarks that Senator Nicklrn 
mfld f in thin regard. 

BIr. Chairman, I look forward to reviewing the testimony thiil 
was presented to the committee today by the Federal regulntom. I 
don't believe tb^ have given the small farm lenders the Homi' cnn- 
nderatum as tfa^ give to institutions which are too large to rnll. 

I was shacked to read over the weekend that the FDIC him l(wt 
(1.3 Inllion on its bailout of a single bank, Continentol Illinoiii' Nii- 
tiimal Bank of Chicago. The apparent double standard ihiit (•xiiilM 
in bank r^rulation must come to an end. 

Several of the bank failures in my State left their community 
without a financial institution. While those cloeingH did not nrri<c< 
the Nation's banking system, they defmitely affectftd tlw riunilion 
and the businesses in those communities. 

I am hopeful that the regulators will have a HpecifK- rtH-<iintni<ii 
dation or program that they could put in place immitliiiU'ly (o ml 
dreee this problem. If that is the case, 1 urge thf>fU' i)Ki'ri(-ii<H to net 
at once. 

I would remind them of the remarks of Presidt^nt IWik"" iti liin 
Stete of the Union address when he noted thut "FitrtncrH iiiiihI not 
be abandoned with problems they did not critfitc and nuinnt cnii 
trol." 

In cddition to any regulatory changen, I ht^ivvf il in iilmuliilolv 
essential that Congress act in a timely mannftr t^i arwint iit!i'i<-iil(iii 
al lenders and their customers. We have prr)virl«(l HtM"'i»l iinnlntmifp 
to the Farm Credit System as well an thi- HavinjjH nml Idon Imliin 
try. Farm banks and their customers dtw.rvi- ihv hiuui' ■-(iiiniiloi 
ation. 

I stand ready to work with you to m'rf^l. t.htw imiMirtanl ari<l nil 
ical challenges. 

Thank you very much, Mr. Chairm«ri, 

The Chairman. Thank you. Senator Kxtm 

Gentlemen, we are pleased that you would Inkc llu- tirui- lo !«■ 
with us. We have had six or neven of our i:<,]U:iiy,nfii. hh you jMiirit 
out, particularly from the States that arc th<; inoHt \in\mt:U:<i, the 
Farm Belt. 

We appreciate your coming. We will try to move as expeditiously 
as possible. At this point I can't tell you what the legislation might 
look like. 

1 will repeat, 1 hope we can achieve a coneensi on tl c imit- 
tee so that we can move as rapidly as possible. 

Senator Cranston. 
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Senator Cranston. Thank you very much. I have no opening 
statement. 

I would like to welcome Preston Martin, the distinguished Cover 
nor of the Federal Reserve System. 

Senator ExoN, Most Senators are interested in constituents 
during an election year, [laughter.] i 

The Chairman. Senator Hecht, do you have any comments or ; 
questions you want to make? ^ 

Senator Hecht. No, thank you, Mr. Chairman. S 

The Chairman. Senator Mattingly. 

Senator Mattingly. No. 

The Chairman. Senator Gramm. j 

Senator Gramm. No. Thsmk you, Mr. ChEurman. 

The Chairman. Thank you very much, gentlemen. 

Next, I would like to invite William Seidman, Chairman of the 
Federal Deposit Insurance Corporation; Robert Clarke, Comptroller 
of the Currency; and Preston Martin, Vice Chairman of the Fede^ 
al Reserve System. Governor Martin is accompanied by William 
Taylor, Director of the Division of Banking Supervision and Regu- 
lation. 

Mr. Seidman, would you hke to begin, please? 

STATEMENT OF L. WILLIAM SEIDMAN, CHAIRMAN, FEDERAL 
DEPOSIT INSURANCE CORPORATION 

Mr. Seidman. Thank you, Mr. Chairman, members of the com- 
mittee. 1 am pleased to have the opportunity to come before the 
Senate Bemking Committee to discuss farm bank problems and 
policy options. 

The I^IC submitted a report entitled "Farm Bank Problems and 
Related Policy Options" to the Senate Banking Committee on Feb- 
ruary 18. As requested, the report provided an assessment of cur- 
rent conditions and the outlook for agricultural producers and 
banks as well as a discussion of related policy options. 

Today I would like to briefly review the prospects for farm banks 
and provide a specific set of recommendations to assiat troubled 
farm banks. 

For many of the banks that support the f£u-m sector, it is becom- 
ing increasingly difHcult to withstand the pressures created by the 
adverse developments in the agricultural sector during the past 5 
years. 

There are close to 4,000 banks that have 25 percent or more of 
their loan portfolios in farm loans. This represents about 28 per- 
cent of all commercial banks. Most of these banks are located in 
the Midwest and Great Plains States and are typically small, with 
total assets equal to only about 4 percent of all commercial bank 
assets. 

While there were only 7 agricultural bank failures in 1982 and 7 
more in 1983, there were 25 in 1984 and an additionetl 62 bank fftil- 
ures this past year. 

Current trends surest that at least for the next year farm bank 
problems and failures are likely to continue at levels at least equal 
to those experienced during 1985. 
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While profltabilify has been trending down for small banks in 
general, it has been falling more rapidly in agricultural banks. Net 
losses of agricultureil bfinks nearly tripled over the past 2 years. 

468 FARM BANKS ON PROBLEM LIST 

Presently, the FDIC's problem list includes 468 farm banks, 
about 40 percent of the total for commercid banks. Despite this, 
there are a number of positive signs. 

The aggregate primary capitid ratio for agricultural banks is 
about 10 percent, roi^hly equivalent to what it was 2 years ago 
Eind well above that of other small beuiks. 

Moreover, most farm banks are performing well, and only about 
1 percent of all farm banks have a primary capital ratio below 6 
percent. 

A number of suggestions have been offered to ease the strain on 
agricultural banks. Net worth certificates, interest rate buydowns, 
IJoss Deferral Program, and forbearance and r^ulatory capital 
standards are tunong the policy options that have been suggested. 

The FDIC is sympathetic to the motives behind these proposals. 
Most of the options are designed to buy time for participating insti- 
tutions to resolve the problems created by a weak farm economy. 

But one must keep in mind that the basic problem faced is one of 
the difficult conditions of the agriculturtil economy, not a banking 
problem. The banks may provide some short-term limited aid, but 
only a return to prosperity for the farmer can bring a cure. 

We must exercise care that we do not create a banking system 
problem because of the difficulties in the eigricultural or other sec- 
tors. 

A Cfirefully constructed prc^am that enables farm banks to 
defer or be reimbursed for some portion of their losses could reduce 
the number of farm bank failures, increase credit availability to 
farmers, and limit further disruption to farm communities. Farm- 
ers could benefit, since banks would have a greater incentive and 
ability to exercise forbearance with their troubled borrowers. 

As the number of farm bank failures declined, there would be 
fewer instances where creditworthy borrowers would be forced to 
look for new lending institutions smd fewer insttmces where local 
residents would be left without banking service. 

There also could be some positive effect on public confidence in 
the banking system. 

A significant drawback, however, is that there are potentially 
large costs associated with loss deferral and similar programs de- 
signed to aid troubled banks. Some portion of these costs would be 
administrative, since a substantial number of banks may be candi- 
dates for assistance over the next 2 years. 

However, the greater concern relates to the ultimate cost of any 
relief program should economic conditions not improve sufficiently 
over the next several years to allow the marginal banks and bor- 
rowers sufficient opportunity to return to profitability. Relief pro- 
grams may only delay failures, and our experience suggests that 
delay results in larger losses to the FDIC insurance fund. 

There are also equity considerations. How does one justify givii^ 
special treatment to banks that have finanrini difficulties due to 
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agricultural problems when other fmandal institutionB are auSki- 
ing from problems due to weakness in other areas of the economy. 

A longer run issue concerns the precedent we would be setting. 
There may be an incentive for increased risk taking if we asaiBt 
banks that have difficulties as a result of lending to certain sectorB 
of the economy. 

Also, it may be difficult to maintain the credibility of our ac- 
counting and supervisory standards. In this r^ard, I am pleased to 
point out that a part of the solution actually may be foiind with 
tools already available to banks under generally accepted account- 
ing standards. 

GAAP provides for considerable flexibility with respect to Iobb 
recognition of restructured loans. Statement of Financiial Account- 
ing Standard 15 [FASB-15] for accounting by debtors and creditors 
for troubled debt restructuring provides for deferral by allowing re- 
duced value to be recognized through future interest payments, 
and I give you an illustration, which I won't go through. 

Under this method loans may be restructured. Principal pcqr- 
ments can be made over an extended period emd interest rates re- 
duced. Loans can be repaid without requiring any immediate write- 
offs. Income loss is recognized through reduced interest income. 

For loans that meet FASB standards, the impact on the lending 
beuik is very similar to loss deferral. This option should be made 
available to all banks, and as indicated, its use conforms to gener- 
ally accepted accounting standards. 

In the past this has not been the uniform practice of the bank 
regulators and especially the FDIC. I have instructed FDIC exam- 
iners and urge that all Federal bank examiners be instructed to 
accept the FASB-15 concept in classifying loans so long eis they are 
comfortable with respect to the ultimate collectibility of such a re- 
structured loan. 

Separately, we have been looking at the way we require renegoti- 
ated loans to be reported. This is an area that has been of concern 
to many Eigricultural bankers. 

FAVOR REVISING REPORTING REQUIREMENTS 

We favor revising reporting requirements on such loans and set- 
ting up a sepeu'ate reporting category, restructured and in compli- 
ance with modified terms. Inis will require a uniform approach by 
all bank regulators. 

In certain situations where the economic environment accounts 
for most of a bank's difficulties, some form of capital forbearance 
may be appropriate in addition to the effect of the application of 
FASB-15. Various approaches are possible. 

The Loan Loss Deferral Program and the use of net worth certifi- 
cates provide means of avoiding bank capital requirements by 
meuntaining book capital. The same result can be accomplished 
simply by allowing a bank's capital to fall below minimum stand- 
ards without taking enforcement actions. 

Bcrnks may be given longer than usual to restore capital. This 
form of forbearance is simpler than net worth certificates and loss 
deferral, and it does not involve the administrative burden of net 
worth certificates or the accounting variance of loss deferrals. 
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However, as bank capital levels decline, so will loan limits to 
single borrowers, and at some point this could pose a problem. 

Simply put, each of the capital forbearance approaches have cer- 
tain d^advantages that must be considered. 

Perhaps the simplest approach, if one looks for a way to create 
capital on the books, would be to create an election for banks to 
charge loan losses to a special allowable capital account which 
would then be amortized over a period of time, perhaps 5 years. 
The special capital account would be similar to a bad debt reserve 
account but could be used as capital only when necessary to create 
required capitfil levels or to provide a single borrower capital ca- 
pacity. 

The same thing would be done by simply keeping a memo ac- 
count off the banJu, and that would probably be preferable. 

The combination of FASB-15 and, when appropriate, capital for- 
bearance could provide considerable latitude to weaJtened farm 
banks that have a good cheuice of surviving. Such policies could 
also go far in continuing to provide financing to farm borrowers 
and limiting disruptions in the farm community. 

Whatever policies are eventually chosen by the regulators or the 
Congress, it is likely that there will continue to be some failures 
among farm banks. 

Much of the disruption to the farm community that results from 
bank failures could be reduced if ways were found to ensure that a 
failed bank's customers would continue to receive "bank service. 

MODIP1ED PHOCEDURES IN HANDUNG BANK FAILURES 

It is our intention to continue with our efforts to reduce these 
disruptions by modifying our procedures with respect to the han- 
dling of bank failures. Whenever possible, the FDIC will attempt to 
find purchasers of failed banks and limit the number of deposit 
payofis or liquidations. 

We will ^so pursue avenues which wUl enable us to pass the 
larger portion of a ffiiled bank's assets on to the eicquiring bank. It 
is our view that such efforts can limit many of the secondary ef- 
fects of bank failures and can be accomplished at modest costs. 

I will be pursuing this matter with you in more detail when de- 
posit insurance reform is the subject of the day. 

We also believe that individual States in the farm sector should 
take a close look at their branching laws and their laws governing 
the disposal and evaluation of real estate acquired by commercial 
banks. More liberalized branching laws would enable banks to 
achieve greater diversification and would help banks avoid future 
difficulties due to weakness in a particular sector of the economy. 

Liberalizing the laws governing the disposal and evaluation of 
real estate acquired by commercial banks may ease some transition 
costs by allowing banks to lefise land back to farmers rather than 
selling it and putting an additional downward pressure on land 
prices. 

To summarize, the FDIC makes the following recommendations: 

Banks should be allowed to account for modification of loan 
terms as reduced income. Thus, no loss will be recorded at the time 
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ructuring. Such treatment is in accordance with the Sti 
of Financial Accounting Standard 15. 
ks should be allowed changed disclosure requirements ffl# 
ated loans. Federeil r^ulators should recognize the tpA 
i of farm problems and in appropriate situations some M 
ital forbearance is desirable. 

States should be encouraged to liberalize overly restnci 
ning laws and to examine the permissible periods for hols 

ate. 
)uld conclude by saying that the regulators have been nit 
I this subject, and we have agreed on a statement encompa 
s general principles herein, which we will submit at the ■ 

oral presentations. 

ok you. 

■- complete prepared statement follows;] 
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The Chairman. Thank you very much. 
Mr. Clarke. 

STATEMENT OF ROBERT L. CLARKE, COMPTROLLER OF THE 
CURRENCY 

Mr. Clarke. Thank you, Mr. Chairman. 

This is the first time I have testified before this committee and 
spoken into two microphones, which I gueas underacores the impor- 
tance of the subject here today. 

UNCERTAIN CONniTlONS IN AGRICULTURAL ECONOMY 

I welcome this opportunity to appear before you to discuss the 
problems being experienced by agricultural baxiks and to propose 
some solutions. As you are well aware, the American agricultural 
economy continues to experience severe difficulties. Farm incomee 
and asset values, particularly the price of farm land, continue to 
decline, weakening the financial condition of highly leveraged 
farmers and putting pressure on agricultured lenders. 

Agricultural banks must continue to adjust to the changing and 
uncertain conditions in agriculture. However, the problems faced 
by agricultural banks will ultimately be eliminated only when the 
agricultural problem itself is eliminated — a process that may take 
several years, depending, among other things, on the future 
strength of export markets and the level of real interest rates. 

This morning I would like to provide some background informa- 
tion on agricultural banks and describe what actions our Office is 
considering to assist agricultural banks in making the needed ad- 
justments. Then I will discuss additional measures that could be 
taken by the Congress, the States, and the banks themselves to 
ensure that this adjustment is as smooth and painless as possible 
for both lenders and farm borrowers. 

Agricultural banks, defined as banks with over 25 percent of 
gross loans in agricultural credits, number 3,900— rougMy a quar- 
ter of all commercial banks. These banks hold about half of the $50 
billion in commercial bank credit to the farm sector, and their 
totail assets constitute approximately 5 percent of the total $2.6 tril- 
lion in commercial bank assets. 'Aiey are located mostly in the 
Midwestern States. The median agricultural bank is only one-half 
the size of the median nonagricultural bank. 

As of yearend 1982, only 1 percent of national agricultural banks 
were problem banks. However, as of December 1985, 12 percent of 
all national agricultural banks, 102 of them, were problem institu- 
tions. Of the 30 national banks that feiiled in 1985, 10 were agricul- 
tural banks. 

We believe that a significant majority of agricultural banks have 
sound prospects for the future. Memy of these banks possess strong 
mfinagement that has insisted on adhering to sound lending prac- 
tices. As a result, most agricultural bfinks hold significant amounts 
of capital and are continuing to generate earnings that equal or 
exceed those of other compeu'ably sized commercial banks. 

This is not to suggest that there is no problem. For the banks 
that fail, the consequences axe traumatic — for their employees, 
their shareholders, and the communities they serve. Moreover, the 
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magnitude and severity of the problem has been made clear to us 
through our frequent meetings with national and State agricultur- 
al bankers. Two weeks ago, ^ chief national bank examiner and 
three of our senior staff members visited a number of States in the 
Farm Belt. From these meetings and from our own data we recog- 
nized that among even the better managed agricultural banks 
many are under financial strain. 

However, we are optimistic that the bulk of the agricultural 
hnnVing sector possesses the resources, mfmagement, talent, emd 
willingness to work with their borrowers going forward, and we be- 
lieve that efEbrte should be directed toward finding ways to 
Btrengthen and assist them during this difficult period. 

It is our view that the most beneficial thing we can do for these 
banks is to identify and remove obstacles that inhibit banks from 
Bucceesfully helping themselves emd their borrowers. It is only by 
identifying their losses emd restructuring credits to reduce farmers' 
d^>t burdens that agriculturftl bernks will be able to put their prob- 
lems behind them and improve the quality of their loan portfolios. 

Although such restructuring would be in the long run best inter- 
est of banks and their borrowers, many banks have been reluctant 
to write down loans or grant other concessions to borrowers be- 
cause of the effect this might have on their capital levels. In par- 
ticular, banks fear that reduced capital levels could prompt regula- 
tors to direct them to make immediate increases in capital. In addi- 
tion, they are reluctant to reduce capital because of the lower lend- 
ing limit that would result. 

FASB-16 AS A TOOL 

Hie three Federal bank regulatory agencies have been consider- - 
ing for some time a variety of ways that banks could be given the 
tools and the encouragement to effect long-term restructuring of 
prdl>lem credits. Among the options are the following, none of 
which requires l^islative action and all of which could be imple- 
mented by r^ulatory decisions. 

First, banks could be encouraged to understand and use the pro- 
visions of Financial Accounting Standards Board Statement No. 15 
to account for restructured debt. This is a procedure that Chair- 
man Seidman just discussed. This accounting approach can, under 
certain circumstances, be used to account for concessions in financ- 
ing terms, for example, the reduction of either principal or interest 
wmch is grfinted to borrowers experiencing financial difficulty 
without requiring the institution to record any losses. FASB-15 has 
not been readily used in the past. Many bankers simply have not 
been aware of its existence. Moreover, it is, at least on the surface, 
somewhat complicated. Finally, it is of limited use in situations 
where an actual credit loss has occurred. 

Nevertheless, it is available in the right situations, and we would 
propose calling it to the attention of bankers by reiterating the 
manner in which it can be used. It is a useful device. I have includ- 
ed in my written statement an example of how it would work. 

Second, we would propmse modification of the present call report 
disclosure requirements for restructured loans to allow banks to 
distinguish those loans that, although restructured, are in compli- 
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ance with the new termB. Under this proposal, such restructured 
loans would no longer be included in the cat^ory of nonperform- 
ing loans. Such a change would require revision of the call report, 
which we are prepared to initiate immediately. 

Third, and perhaps most importantly, we are considering the 
option of capital forbearance that we believe will encourage banks 
to write down problem loans and develop workout plans. The es- 
sence of this option is to encourage agricultural banks to recc^nize 
losses, but Eillow them to operate temporarily with lower levels of 
capital. 

Capital forbearance, which is really a variation on loein loss de- 
ferral plane — but a better one we think — would would permit 
banks to place a portion of their agricultural loan chargeofFs into a 
segregated account. The amount in the segregated account could 
not exceed some percent of the bank's primary capital. Additions to 
the segregated account could be made during the first 2 years after 
implementation of the policy. The segregated account would then 
be amortized in equal increments during the 5 years immediately 
following the addition to the account. Thus, the segregated account 
would exist for a maximum of 7 years. I have included an example 
of how this option could be utilized in my written statement. 

We believe capital forbearance would be responsive to the needs 
of agricultural banks and their borrowers during a difficult period 
of transition for a number of reasons. First, it is our hope Uiat it 
will encourage banks to take advantage of ^e Farmers Home Ad- 
ministration Debt Adjustment Program. Participation in the Debt 
Adjustment Program has been limited, at least in part, because of 
the reluctence of banks to write down loans and suA'er the immedi- 
ate diminution of capital. Under the capital forbearance option, the 
writedown could qualify the loan for the Debt Adjustment Pro- 
gram, but would not trigger a regulatory response for more capital. 

Another attractive feature is that capitel forbearsince will pri- 
marily benefit agricultural banks that, sifter the chargeoffs, will 
then be able to generate sufficient earnings to replenish their cap- 
itel. This option does not, however, provide any support to those 
banks that have completely exhausted their capital, nor would it 
£issist banks that have little or no prospect of returning to profit- 
ability. While these banks would continue to receive our superviso- 
ry efforts toward recovery, any special assistance might serve to 
simply prolong their difficulties without improving their prospects 
for recovery, Uius raising the potential liability to the FDIC. 

There are alao administrative Eidvantages to capital forbearance. 
It requires no stetutory change. Although it initially specifies a 7- 
year timeframe, we would have the flexibility to extend it if condi- 
tions so warrant. It is easily understandable and self-executing, 
which means that bfinkers can enjoy the benefits immediately 
rather than making an application to the r^ulator and waiting for 
a response. Finally, it utilizes existing programs and would not rep- 
resent significant increased resource costs to the banking agencies. 

CAPITAL FORBEARANCE AS SUPERIOR 

We view capital forbeareince as superior to other transitional as- 
sistance devices that have been su^ested because it would accom- 
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plish the same end, but, avoid several adverse consequences that 
are inherent in the other proposals. Loan loss deferrals are a case 
in point. Loan loss deferrtds would permit a bank to write down 
the loss portion of a problem loan over an extended period of time 
rather than all at once. Because the deferred writedowns would 
temporarily qualiiy as capital, they, in effect accomplish the same 
thing Eia capital forbearance; that is, they permit a bank to operate 
with a weaker capital position than normally required by the regu- 
lator. 

However, a loan loss deferral plan, unlike capital forbearance, 
would distort the bank's financial statements. It would result in a 
misleading report of a bank's net income and shareholders' equity 
because ioentiiied losses would not be accurately reflected. In our 
view, this is a serious shortcoming. The adveintage of the capital 
forbearance option that we are advancing is that losses eu-e recog- 
nized when they occur and clear disclosure can be made to the 
reader of the bank's financial statements as to the transitory 
nature of the segregated account — yet banks still receive the 
needed time to bnng their capital back to historical standards. 
Thus, the integrity of financial statements would be preserved so 
that neither shareholders nor the genered pubhc would be misled 
about the bank's financial condition. 

The loan loss deferral plana that have been proposed may be 
flawed in another respect as well. They may encourage agricultural 
banks to postpone dealing with their problems by blowing an ex- 
tended period of time for loan loss tmiortization. The capital for- 
bearance option, on the other hand, would operate within a shorter 
time horizon to enable agriculturEil banks to confront their prob- 
lems more immediately, resulting in earlier identification of losses 
and restructuring of loans. 

Capital forbearance is also superior to simply loweriiig capital re- 
quirements on a case-by-case basis. A simple lowering of capital re- 
quirements would result in a parallel decline in the bank's lending 
limit — posing problems for both borrowers and lenders in renewing 
and restructuring loans. Amending the lending limit requirement 
to correct this problem would then require statutory revision. 
Under the capit^ forbearance option, however, the segregated ac- 
oount containing the agricultural loan losses could be counted 
toward capital for lending limit purposes. Also, unless capital re- 
quirement were lowered across the board, which would also re- 
quire a lengthy regulatory change, banks being dealt with on a 
case-by-case basis would not know what kind of regulatory response 
to expect as they write down loans. The capital forbearance option 
has none of these disadvantages since it applies equally to all agri- 
cultural banks and requires no application process. 

Although we believe that capital forbearance will help agricul- 
tural banks deal with their current problems, it does nothing to 
mitigate the underlying causes of problems faced by agricultureil 
banks. Those banks will need strong earnings to replenish their 
capital £uid to ensure their long-run survival beyond the current 
downturn in the agricultural economy. 

In our view, the most impwrtant thing agricultural banks can do 
to improve their ability to withstand future downturns in the farm 
sector is to diversify their assets. Some of the concentrated portfo- 
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lios in agriculturEil banks resulted irom cmiscious decisions fay bank 
owners and management. Others are attributable to factors beyond 
their control. Among those are restrictions on geographic expan- 
sion and on loan sales and purchases. 

Principal Eimong geographic constraints are State-law limitations 
on intrastate branching and prohibitions against interstate multi- 
bank holding companies. Those constraints often make it difficult 
for banks in agricultural areas to diversify their loan portfolios. 
Gec^aphic restrictions eiIso have particular impact in the case of 
failing or failed beinks. Finally, geo^^phic restrictions prevent 
banking services from being provided m the most efficient manner 
possible. 

In light of these problems, we encourage States with reetrictive 
intrastate branching laws to consider changing these laws to open 
new opportunities for lending to agricultured banks euid to facili- 
tate the evolution of economically efficient banking structures. We 
filso encourage Congress to consider Eimending the emeisency ac- 
quisition provisions of the Gam-St Germain Act of 1982 by reduc- 
ing the eligible asset size and allowing the acquisition of the entire 
hmding company of a troubled bank rather than just the bank. 

States should £ilso be encouraged to remove prohibitions on farm 
ownership that limit the market. Our office has responded to this 
problem by generally allowing national banks to hold farm land ac- 
quired through foreclosure for as long as 10 years, which is the 
maximum allowed by law. As a result, these banks are not forced 
to put real estate on the market at an inopporttme time, which 
could further depress farmland prices. 

NEED TO DIVEBSIFV 

If agriculture banks are to continue to serve adequately their 
farming communities and avoid the problems in which they find 
themselves today, they need to increase the diversification of their 
borrower base. However, this may be difficult for a number of agri- 
cultural banks, particularly those in States where agriculture and 
related industries dominate the economy. The larger i^gional euid 
multinational banks can originate loans nationwide and thereby 
lend to a variety of industries, but it is virtuedly impossible for 
smaller banks to achieve the same level of diversification. 

Although the acquisition of loan participations is one way for 
banks to diversify their portfolios, there are some obstacles that 
particularly impact the smaller community beuiks. Glass-Steagall 
prohibitions against commerciEkl bank underwriting of securities 
mean that loan participations must be carefully structured, thus 
limiting their usefulness for Btaall banks. 

If smaller banks are to become active participants in the market 
for loan sales and purchases, such loans will have to be converted 
into securities that can be freely transferred among investors. 

Before such a mtu'ket can be developed for either shares of whole 
loans or loan pools, however. Federal law must be changed to 
permit national banks to underwrite the sale of interests in pools 
of loans and to participate in private placements. 

Not edl of the impediments to banks forming and selling security 
interests in loan pools are the result of l^al constraints. One issue 
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that can be addressed through r^ulatory action involves structur- 
ing aecurities so that the purchasing bank has certain protections 
against default by the underlying borrowers, while allowing the 
pooling bank to remove the pooled loans from its books for report- 
ing purposes. In conjunction with banks that have presented loan 
pooling proposals, our Office is developing procedures to deal with 
this anJd a number of other issues. 

While actions by the Congress, the States, and bank supervisors 
would certainly ease the transition agricultural banks need to un- 
dergo, their long-term survival requires that agricultural bfuiks 
themselves take several actions. First, as we have outlined in 
guidelines issued to national banks, they should review the effec- 
tiveness of their lending policies. In addition, agricultural banks 
sbould make eui effort to reduce their relieince on the agricultural 
sector. They should continue to work with their local communities 
in attracting new industries and take advantage of opportunities 
for asset diversification as they become available. 

As I indicated in my testimony last week before this committee, 
the failure to modernize bankmg statutes has prevented many 
banks from reducing their reliance on lending. Product limitations 
have also made it difficult for bemks to seek eiltemative sources of 
income as their traditioneil activities have become less profitable. 
While such expanded activities have often been viewed as helping 
pimarily large institutions, there is a tremendous opportunity for 
small banks to act as brokers in offering financial products such as 
mutual funds, or to enter into joint ventures with other banks for 
the delivery of these products. New opportunities for diversification 
of assets and income sources will m^e banks less susceptible to 
any future problems in the agriculture industry. 

In conclusion, we believe the regulatory policies inherent in our 
proposals today will provide agricultural bmiks with incentives and 
the time needed to address asset quality problems in a thoughtful 
and orderly manner, meeting the needs of the borrowers they serve 
and helping to rehabilitate both the borrowers and the bank. These 
pdicies will, we believe, preserve principles important to bank reg- 
ulation and supervison and to public confidence in financial insti- 
tutions. We believe that the FDIC and the Federal Reserve are in 
substantial agreement with the concepts involved, and, as Chair- 
man Seidman said, we have reached eigreement on a series of pro- 
posals that we will submit to the committee after the hearing. 

We are confident that the agricultural bank problems can be re- 
solved through the cooperative efforts of banks, their supervisors. 
State governments, and the Congress. We are ready to work with 
you in achieving these needed changes. 

[The complete prepared statement follows:] 
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The CkuiBBUK. Thmk 70U tmt much. 

Goremor Martin, we understand at tb« com^usioa of your biM(t' 
mtmy that yoa have to Leave, but Mr. Tatylor will 9t«y tutct wQ«w<Nr 
your questicKi& 

Pleaae proceed. 

STTATEHENT OF raXSTOM MAKTIN. VlCS CHAIRMAN. lM>AtU» W 
GOVERNOBS, FEDERAL RESERVE SYSTEM, AlX'OMTANlKil RY 
WILLIAM TAYLOR. DIRKTOR. DIVISION OF HANKtNU iittlMUt- 
VISION AND REGtJLATH»i 

Ml. BIastin. Thank you, Mr. Chainoan. I appreciate the (wurt*' 
OT. I would ask that the text of my full statement be entered into 
tibe record at the condusios, Bdr. Ctiainnan. 

The Cbaibman. Tes; it will be. 

BAr. BIastin. I will be brief, in that the repreeentative* of the 
other two Fedraal hanking agencies have described a set (^ policW 
and approaches that are roughly consonant with the thiuintE of 
our Board. 

I am pleased to ^pear before this committee to review the very 
difBcult situatioo experienced by banks in our agricultural coouutt- 
nities and to discuss the proposals that have been reviewed here «t 
prior hearings and in the previous testimony today. 

Our Board has the advantage of the counsel and ttdvtC4> uf M 
number of committees in each of the Federal Rwerve Utntiictii. 
They are made up of representatives of agriculture and of wuhU 
business. I might say that in my attendance at certtiin of thutie 
meetings in recent months, I'm hearing lees and ItxM froin wiwtl 
Inisiness tmd more and more from the farmers who are on thwe 
advisory committees. 

DBSPERATE FARM SITUATION 

Certainly, the problem of almost a depression in certain part* t>f 
the agricultural sector are more serious than any encountered in 
decades, since the Great Depression years. The committee known 
full well that farm incomes and farm asset values have deollntHi wi 
sharply in this current decade in world markets and in our own 
markets, as prices have responded to what some havt< hIvImI mi 
overcapacity in world supplies of farm products relative U> ilninnnd 

All of our farmers have been adversely affected by thiwi dtivti|i>|i 
ments, but as previous testimony has outlined, cortaiitly, thurn In a 
wide distribution, and the degree to which rarniitrK hMvtf l^ini nil 
versely affected varies significantly, Farm^fH thnt. iirf' rulalivtilv 
debt-free generally continue to have strong finiincinl jHifiihixin. Imr 
even their financial positions — their net worthn on n rniiikiH In 
market basis — are significantly less than a few yt-nrn )>iuk 

"nie problems of our farmers, of courw-, havir in-i-n romp 
by the relatively high interest rates that hiiv<^ {>r(-viiilit'l w 
current decade; and efforts by farment U» r(:Htrfi(:t.ijf(- Umir 
to reduce it by selling assets have bt-cn <:i)iiH\.ruiii':'i Kn-itUy 
decline in farm asset values, which in wimi: aiM^. i-'juIukh^ 

Testimony has already been given that nhiul. nut-, 
total farm debt is provided by comnKircial ban! 
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banks that have concentrations of such lOEins have been experienc- 
ing increasing streiins in recent years. 

The data with regard to failure and slow paying, and so forth, 
have also already been given. 

It is interesting, even Bhocking, that agricultural banks, as we 
define them, have charged off more than 2 percent of their total 
loans during 1985, a chargeoff rate that is perhaps four or five 
times the normal loan chargeoff rate. These loan losses and the 
need to add to loan loss reserves because of the increasing volume 
of poorly performing and even nonperforming loans have, of 
course, reduced the eamingB of many farm banks, which meems 
that their additions to capital have been likewise constrained. 

In too many cases, earnings have turned to operating losses, and 
capital hafi been eroded, sometimes substantially so. A 1 to 2 per- 
centage point erosion of capital off of a 9-percent capital ratio is 
widespread. The result has been that an increeising number of farm 
beuiks have failed eind the number of seriously troubled banks has 
risen substantially. 

To put this in perspective, our data show that over 95 percent of 
the total loans of all agricultural banks are performing, and, 
indeed, one-half of these banks reported earnings equfding or ex- 
ceeding 10 percent of equity. The capital asset ratio of all agricul- 
tuTBl banks averaged 9y4 percent last year, higher than it was at 
the start of the decade and well above the 7V4-percent ratio for the 
entire banking system. But again, the caveat is that these ratios 
are being eroded in hundreds of cases. 

What are the prospective supply conditions for farm products, 
both at home and internationally? You have reviewed these projec- 
tions repeatedly here. Suffice it to say that a substantial rebound 
in crop prices and thus in farm incomes does not appear likely to 
take place in the near term. Certainly, it would appear unwise to 
base public policy on the assumption that such a rebound would 
take place soon. 

Farmers who are now financially healthy and are not highly le- 
veraged should be able to avoid serious problems, and many border- 
line farm operators may be able to work out of their current diffi- 
culties. Of course, there are the other farmers with a relatively 
heavy debt load who are facing a continuation of serious difficul- 
ties. 

In turn, that means that a sizable number of farm banks will 
also continue to experience severe strain. 

The Board, at your request, has reviewed proposals under consid- 
eration by Congress to assist troubled farm baiuiB, to aid them and 
their farm customers through this terrible transition. 

Let me summarize and review certain of these policies that our 
Board will employ to provide Eissistance to basically sound, well- 
managed farm oanks. 

Dept restructuring has been reviewed here already. This is an 
approach that can be taken to deal with the present debt problems 
of farm banks and their farm customers. We agree with the other 
regulators that volunta^ restructurings should be treated accord- 
ing to generally accepted accounting principles. 

We also share with the other r^ulators who have testified here 
the positive view of FASB-15. Given the seriousness of the existing 
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problems in the agricultiuul sector, the Federal Reserve believes 
that r^ulatory poBcies followed by examiners in classifying loans 
should give full consideration to FASB-15 and to other GAAP £ic- 
counting procedures. My colleague who is here will be, as the 
chairman has indicated, ready to answer questions. He has engaged 
in a series of training sessions for orientation and development of 
materials for our examiners. 

PSOPOSALS FOS RESTRUCTURING DEBT 

There are, of course, a number of proposals for restructuring the 
terms of farm debt that would involve the Government in a decid- 
edly more active way. Some have proposed and Bome States have 
acted to impose a moratorium on agricultural loan foreclosures. 
And as we know, in the moratorium period, the farmers retain title 
and use of the land, while getting relief from the drciin of interest 
and principal payments placed on their cash-flow. Such help, of 
course, comes at the expense of the farm lenders, however, and this 
can intnre particularly detrimental to the financial health of al- 
ready weakened agricultural banks. The imposition of such ar- 
rangements, moreover, casts a long shadow over future credit ex- 
tensions. This is a long, long workout period. 

Other proposals for Government-assisted debt restructurit^ ar- 
rangements would induce voluntary participation by both borrow- 
ers and lenders on an incentive basis through Government subsi- 
dies, or Government gufu-antees. These arrangements with the 
Farmers Home Administration, for example, genuinely assist both 
formers and farm banks; and in some cases, of course, the costs are 
up front for all to see. 

With regard to net worth certificates, and loan loss writeoff de- 
ferrals, we've h^, of course, experience with thrift institutions. A 
stretch out of agricultural loan loss writeoffs or issuance of the net 
worth certificates would boost r^ulatory capital without injecting 
real capital. 

The basic objective, of course, is to buy time for a bank to restore 
its real capital — whether out of earnings or otherwise — and to ac- 
complish this end with the net worth certificate approach, an ex- 
change of promissory notes between the troubled bank and the 
FDIC or possibly a primary regulator. The loan loss deferral ap- 
proach permits a writeoff of those losses over an extended period of 
time and has already been commented on here. And the deferral 
would be available to all banks meeting specified qualifications. 
Net worth, in theory at least, can be targeted. In practice, as we 
know from the thrift industry, this has proved a bit difficult. 

Our Board has expressed strong reservations about the use ol 
either net worth certificates or loan loss stretchouts. In particular, 
these techniques raise the question of whether regulatorj^ account' 
ing practices should differ from generally accepted accounting prin- 
ciples. Again, a long-term workout needs to get capital into agricul- 
ture, needs to get capital into the farm banks. 

Under these two proposals, regulatory accounting statements 
would show levels of capital that substantially exceed those repwrt- 
ed on financial statements under GAAP. And that complicates the 
long-term workout, the attraction of capital. 
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In addition, such techniques do not ztddress a bank's fundamen- 
tal financial situation. They buy time, but they do not in them- 
selves provide a direct means for solving the problems. 

Consequently, in our view, these approaches are likely to be 
largely ineffective for most seriously troubled institutions whose 
real capital has been seriously eroded, depleted by loan loBses, and 
whose earnings prospects are poor. 

In these cases, our Board believes it would be far better to seek a 
permanent solution to the bank's problems by having it obtain new 
capital, or, if its problems are too severe, by merging it with a 
stronger institution. 

There are of course less extreme situations in which a bank has 
suffered setbacks but still retains a sizable amount of capital, al- 
though less than normally mainttiined or even less than regulatory 
standards for capital. Many of these beuiks have reasonably good 
prospects for recovery over time. They need time. 

In these situations, a more strftightforward way of buying time 
would be simply for the supervisors to permit them to operate for 
some interval with capital at levels below supervisory stfuidards. 
liie Federal Reserve has already followed this capital forbearance 
approach in applying its capital guidelines. We recognize that an 
important function of capital, after all, is to absorb unexpected 
losses euid that you don't keep all of the fire engines in the fire- 
house. 

One problem that does arise when a bank's capital is temporarily 
depletcKl is that its single borrower loan limit is reduced commen- 
surately, as has already been testified here, because this limit is 
based on percentage of capital. 

So, although the loEin may have been within the single borrower 
limit at an inception, a reduction of capital from loan losses can, 
and many times does, preclude the restructuring of these loEins. 

This occurs even though the absolute amount of the loan could 
be, and in raany cfises is, constant. It's our view that this problem 
could be dealt with if the agencies would agree to utilize the provi- 
sions of existing, generally accepted accounting standards as set 
out in FASB-15. If we use that standard, it would not be necessary, 
or advantageous, to issue net worth certificates or endorse the de- 
ferral of loan losses. 

To sum up, it has been clear for some time, some extended time, 
that a BubstaJitial number of farm families and farm banks are ex- 
periencing extreme difHculty. In the light of this situation, the 
Board believes that Congress and the banking agencies should take 
action that will provide assistance to the agricultural sector, while, 
at the same time, not undercutting effective and appropriate su[>er- 
vision of and accounting for the activities of farm beuiks. In par- 
ticular, the Congress and State legislators can make a much 
needed contribution by helping to maintain the provision of bank- 
ing services to small communities — many of them one-bank com- 
munities. 

EASING INTBRSTATE BANKING LAWS 

The Gam-St Germain Act of 1982 presently prohibits acquisi- 
tions of troubled banks across State lines before they have failed 
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and acquisitions of failed banks with assets under $500 million. We 
believe these two constraints should be eased by etllowing failing 
bank acquisitions across the State lines, and by reducing the size 
criteria so as to maintain the banking services in these farm com- 
munities. An easily of State restrictions on branching could also 
help maintain banking services in small towns in cases where a 
separately organized and capitalized bank might not be viable. 

There are also important things that should be done by the bank- 
ing r^ulators in these difficult times. So let me, on behidf of our 
Brard, join the two preceding executives of Government agencies in 
the following: 

First, we propose find join in the reaffirmation of the policy of 
not discouraging banks from exercising forbearance on farm loans; 
we shouldn't get in their way. That's the banker's decision — for- 
beareuice on loans that are being restructured when there is a rea- 
sonable prospect that this will work to the mutual benefit of bank 
and farmer-borrower. 

Second, we endorse the forbearance that the f^encies should 
bring forth in applying the principles of FASB-15. That is, the 
agencies should not require that a loss be recognized on a farm 
loan unless the anticipated cash receipts of the restructured debt 
Eire not sufficient to cover the principal amount of the loan. 

Third, we believe the Eigency should modify regulatory reporting 
requirements so that loans appropriately restructured no loiter 
need to be classiiied as nonperforming loans. 

Fourth, the single borrower limit should be changed or interpret- 
ed to prevent restructured loans from being held in violation of the 
limit based solely on a temporary decline in the bank's capital. 

Fifth, we believe the agencies should offer a clear statement of 
their intention to employ a simple policy of capital forbearance. 

Mr. Chairman, I thank you for your courtesy in permitting this 
truncated stetement. 

[The complete prepared stetement follows:] 
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The Chairman. Thank you very much, Governor Martin. We'll 
excuse you as a witness at this time. 

Mr. Clarke, you outlined three regulatory assistance measures, 
one, to use the FASB that we have talked about to encourage debt 
restructuring. 

Two, modification of the present call report and disclosure re- 
quirements for restructured loEins. 

Finally, the option of capital forbearance. 

Do you intend to assist those banks which have a large concen- 
tration of energy-related loans by use of any of those su^estions? 
Or, are you confining these recommendations only to agricultural 
problems? 

CONCEPTS CAN BE APPLIED TO ANY FINANCIAL rNSTTTUTION 

Mr. Clarke. Mr. Chairman, we have confined our presentation 
and recommendations this morning to agricultured banks, btrnks 
that have high concentrations of agricultural loans, since that was 
the subject of the hearing. Certainly, the concepts can be applied to 
£my financial institution with resftect to any type of loan. 

The Chairman. The reason I asked that question, in December, 
when we were trying to keep agricultural banks separate from the 
Farmers Home Administration new bill and fill of that, energy 
prices were dramatically down. 1 don't know that I see any great 
difference in the end result of the problem, whether it's farm 
prices that are down, land values up, or whether it's expensive 
drilling equipment that's sitting around, and energy prices that are 
dramatically down. 

I'm not necessarily advocating anything, I'm just asldng the 
question: Is it fair to single out one group and not consider others 
who have difHcuIties as well? 

Mr. Clarke. As I say, I think that the concepts are equally appli- 
cable to tmy type of loan. The point of the exercise, of course, is to 
allow banks an opportunity to help themselves solve the problem 
over a reasonable period of time. Certainly, the same principle 
could be applied to energy banks or any other type of institution. 

The Chairman. You say that, at leeist at the outset, FASB-15 is 
complicated and a lot of bemkers may not understand how it works, 
or even that it's available. 

How do you intend to educate bankers on FASB-15? 

Mr. Clarke. Obviously, the simplest thing to do for starters is to 
put out a release that calls it to their attention again. We put out a 
release in the past that discusses the availability of these account- 
ing principles and given some examples. 

If necessary, we can make that issuance easier to understand. 

We can also provide direct assistance to bankers in connection 
with examinations and when they come into the office from time to 
time on how these accounting principles could be employed. 

The Chairman. You make a very strong argument for the option 
of forbearance. However, I think you are well aware that there is a 
growing sentiment, not only on the committee, but in the full 
Senate as well to allow amortization of agricultural loan losses 
over a multiyear period. 
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Aasume that the committee does choose a Loan Loss Deferrftl 
Program. How do you recommend that it could best be structured 
to be efficient? And also, how many years would you surest that 
the loan losses be stretched out over? 

FAVOB SHORTER PERIOD OF TIME 

Mr. Clakke. Obviously, we believe as a matter of r^pjlatory 
policy that it would be better to have a shorter rather than a 
longer period because there is a tendency if you allow these thin^ 
over a long period of time for banks to become overly dependent 
upon them. And changing economic conditions may make loss de- 
ferral inappropriate. 

That's the refison we believe that the capital forbearance ap> 
proach is better. Not only does it result in immediate recognition of 
losses, but it permits a much more accurate financial statement. 

The Chairman. Mr. Seidman, you have also encouraged FASB- 
15 to be used. You indicated that you have instructed FDIC exam- 
iners to accept flexibility with respect to loan recognition, restruc- 
tured loans, or losses directed by the Commission. 

When will the use of FASB-15 take effect? 

You have all testified in favor of it. It requires no legislation. 
When is it going to take effect? 

Mr. Seidman. In our case, Mr. Chairman, we have instructed our 
examiners to accept that treatment from banks that want to use it 
as of now, so that it is in effect as far aa our banks are concerned. 

The Chairman. Let me ask you the same question I asked Mr. 
Clarke then. Are you going to instruct your examiners to take the 
same position on energy-related loans where banks are in trouble? 

Mr. Seidman. I think, as far as generally accepted accounting, 
that oug^t to apply to all of those industries. Therefore, I don't re- 
strict that. And we have not restricted our examiners to any one 
industry as long as it's accepted accounting. 

We also hope that the general designation of these loans in a sep- 
arate cat^ory would be applied wherever generedly accepted ac- 
counting WEis used. The area that would be applicable to a particu- 
lar industry or a particular sector would be the forbearance area. 
That would depend on the conditions in that area and whether 
they appeared sufficiently severe to have special capital require- 
ments. 

The Chairman. You indicate you are looking at the way the 
FDIC requires renegotiated debt to be reported. 

You suggested that renegotiated debt could be renamed, "ren^o- 
tiated, and performing according to new terms," and not included 
as part of the total, nonperforming loans. 

What pn^ress is the FDIC making in this area? 

Mr. Seidman. That hsis to be done uniformly among all r^ula- 
tors. In the call report, we have been working with the other regu- 
lators on that. They have accepted the concept. So now it's a 
matter of going through the procedures, including getting OMB's 
approval. 

The Chairman. Mr. Taylor, Governor Martin addressed in his 
testimony the problems currently afflicting the agricultural sector 
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of our economy are the most serious encountered since the Great 
Depression of Uie 1930'b. 

The FDIC indicates that up to 300 Eigricultural banks may fail 
over the next 2 years. In light of the severity of the problem, would 
you agree that some type of temporary legislative assistance to 
help farm banks and borrowers through this transition period is 
necessEuy? 

Mr. Taylor. Mr. Chairman, 1 think that to the degree that we 
successfully and forcefully implement the programs that have been 
outlined here this morning, it is hopeful that the legislation would 
not be necessary. 

With respect to the question of FASB-15 and the issue regarding 
capital forbearance, I think it's encumbent upon us to put this to 
our field staff to assure that it is indeed implemented. 

Hopefully, this will carry the day. 

ENERGY PROBLEM BANKS INCLUDED UNDER PASB-15 

The Chairman. Again, will you extend this policy to energy prob- 
lem banks? 

Mr. Taylor. Yes. I think the concepts of both FASB-15, and even 
more fundamentally, I think the concept of using the capital that 
one puts away for a rainy day, is something that we should utilize 
wherever it's necessary. 

The Chairman. All of you have worked together to come up with 
a consensus, but in the FDIC's report it said if Congress decides to 
proceed with the relief program, it is the FDIC's view that the best 
option is a Loan Loss Deferral Program. 

I recognize you are all saying you think you can handle it inter- 
nally; it isn't necessary — but assuming Congress will act in some 
manner to aid agricultural banks, would you agree with the FDIC's 
statement that loan loss deferral is the best way to go? 

Mr. Taylor. 

Mr. Taylor. Mr. Chftirman, I would submit not. I would submit 
that the capital forbearance plan, and especially the benefits of 
FASB-15, go a little bit further in locking in the benefits of ren^o- 
tiation to the farm itself as opposed just to the bimker. 

It seems that both are in need of some kind of consideration. 
Anything that can automatically bring up the other to improve the 
benefits to both seems best. 

The Chairman. Let me ask any one of you, or all three of you, if 
this can all be handled on a regulatory bfisis. This problem is not 
new. It has been going on for some months. 

Why did it take the threat of l^islation in these hearings for us 
to hear that you can do it with FASB-15? Why hasn't it just been 
done? 

Any volunteers? [Laughter.] 

Mr. Taylor. Mr. Chairman, I would volunteer that we are unfor- 
tunately in the business of trying to make wise selections among 
poor choices and that the catalyst of the Congress is probably help- 
ful in this r^ard. 

The Chairman. That was nicely put. [Lai^hter.] 

Mr. Clarke. 
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Mr. Clarke. Maybe the smart thing for me to do would be just to 
concur with that statement. [Laughter.] 

The Chairman. Mr. Seidman, do you have any other observa- 
tions? 

Mr. Seidman. Only that at least two of us are new on the job, 
Mr. Chairmfin, and we are just taking a real look at it, Euid we 
learn that as a result of focusing our attention on it we have come 
up with these suggestions. 

The Chairman. It is nice to know that occeisionalty we have 
some impact. 

Senator E*roxmire. 

Senator Proxmire. I would like to follow up on what the chair- 
man was talking about. 

The banking witnesses who testified last week said that if there 
is to be a prc^ram for aiding agricultural banks it needs to be im- 
plemented now in time for spring planting loans. 

All of you have cautioned against legislation and have recom- 
mended a variety of regulatory measures which you have the 
power to implement without legislation, and yet as of today none of 
these measures that you talk about seem to have been implement- 
ed as a formal program. 

So let me ask you, starting with Mr. Taylor, what is your timeta- 
ble for putting these measures into practical effect? 

You say the Congress acts as a catalyst. 

Or let me put the question another way: If you have not acted to 
make your proposals effective within 15 days, why wouldn't it be 
feir and reasonable for this committee to conclude that you are not 
really serious and proceed to report the Dixon bill? 

Mr. Taylor. Senator, I would hope that we would not fall into 
the description of not being serious about this. I think we are. I 
think that we should go forward to institute this immediately. 

At the same time, I don't see anything in the program that we 
have proposed that couldn't fit in legislation if it were felt neces- 
sary. We could begin to plan to institute this program immediately. 

READY TO IMPLEMENT IMMEDIATELY 

Senator Proxmire. Immediately, what is that? Today? 

Mr. Taylor. That would be today. 

Senator Proxmire. Mr. Clarke. 

Mr. Clarke. Senator, I think it is important to note that the ac- 
counting principles set out in what is referred to as FASB-15 are 
already in place. We have an issuance out on the subject. I think 
our task now needs to be to encourage bankers to make use of 
those accounting principles. We need to emphasize the importance 
of bankers' using them. 

Second, with respect to the capital forbearance proposal, it is one 
that applies across the board to a lai^e number of banks and does 
not require individual applications to the regulators. This is some- 
what of a departure from procedures used in the past. It is not 
something that you want to jump into without thinking through all 
of the ultimate ramifications. 

Senator Proxmire. How long do you have to think about it? 
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Mr. Clarke. We 'have been thinking about it for some time, and 
we are ready now to implement it. 

Senator I^oxmibe. Again, what does that mean? 

Mr. Clarke. It could be implemented this afternoon. 

Senator Proxmire. Will you do it? 

Mr. Clarke. Sure. We tire ready to go. That is why the three of 
us are up here, in agreement that these proposals can be put into 
place. 

Senator Proxmire. And you can put it into effect today. 

Mr. Seidman. 

Mr. Seidman. I believe the same thing would apply to us. We 
have in fact — I visited several of the farm States and talked with 
our people about how they were handling banks in trouble, and we 
have attempted to put into place some forbearance already in 
terms of our guidance to banks when their capital falls below cer- 
tain levels. 

We have also looked at other forms of assistance in cases where 
it is appropriate. 

So I believe that we are in fact doing this, although we can cer- 
tainly move the program along more swiftly. 

Senator Proxmire. Mr. Seidman, you raise an interesting point 
on page 3 of your testimony when you ask rhetorically — and I am 
quoting — you ask this question: 

How doea one justify giving special treatment to bonks that have financial diffi- 
culties due to agricultural problems when other financial institutions are suffering 
from problems due to weaknesa in other areas? 

I would like to turn the question around a bit and ask you to ex- 
plain to a lot of our constituent farmers how can we keep on re- 
scheduling loEuis to Mexico and to lesser developed countries and 
not reschedule loans to our farmers. 

Mr. Seidman. I don't think we can. I think the sfune rules oi^ht 
to apply to both, and I think FASB-15 that we have been talkuig 
about does apply to both and can be used by large and small. 

The lat^ banks have used it much more than the small banks. 

Senator Proxmire. So the same rescheduling of loans to Mexico 
ought to be allowed for our farmers, right? 

Mr. Seidman. I think so, yes, sir. 

Senator Proxmire. Let me ask you, Mr. Clarke. All of you have 
mentioned the possibility of banks using FASB-15. As I understand 
it, FASB-15 would permit banks to write down the principal on an 
outstanding loan without reporting a loss aa long as the scheduled 
repayments of the principal and interest on the restructured debt 
are not less than the original principal and there is reasonable 
prospect of repayment. 

To what extent do the r^ulations of your agency specifically 
permit the banks you regulate to be able to use FASB-15? 

Mr. Clarke. We have always encouraged the banks that we su- 
pervise to follow generally accepted accounting principles, and, as I 
mentioned earlier, we have a specific issuance that has been sent 
to all the banks specifically calling their attention to FASB-15 euid 
giving examples of how they might use it. 

While I have the floor, just for a second 
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Senator Proxmire. Let me just follow up on that, and then you 
can tfike it. 

Why have the bank regulators been so silent about FASB-15 up 
to now? It sounds like something you pulled out of a hat jufit for 
the purposes of this hearing. 

Mr. Clarke. No, sir. We have not intentionally been silent about 
this. We have an issuemce out there that has been sent to every 
chief executive officer of a national bank and that explains at some 
length how FASB-15 can be used. In addition, a number of those 
banks made use of certified accountants to help them with their fi- 
nancial statements. 

Senator Proxmise. How about the Fed banks, Mr. Taylor? 

Mr. Taylos. Senator, we use generally accepted accounting prin- 
ciples where we think that they make sense, find in most cases 
they make sense. 

In looking through what would be helpful that was existing 
today, we did find FASB-15, and we have no instructions out as to 
adherence to FASB-15 or nonadherence to FASB-15. 

But we think this provides an avenue that today makes sense 
and we should exploit the benefits that are potentifil in it, and that 
is what we are trying to do. 

Senator Phoxmise. Mr. Seidman, how about the FDIC? 

Mr. Seidman. The FDIC also has notified people of FASB-15. 
However, when the 90-10 program was put in, the agricultural pro- 
gram about 2 years Bgo, we instructed our people not to use FASB- 
15. We have now reversed that. 

Senator Proxmire. You reversed that as of when? 

Mr. Seidman. As of 2 or 3 days eigo. 

Senator Proxmire. That weis 2 or 3 days ago? 

Mr. Seidman. Yes, sir. 

Senator Proxmire. When a bank uses FASB-15, how is it deter- 
mined that there is reasonable prospect of repayment? Is this de- 
termination made by the bank or must the regulator concur? 

Mr. Clarke. 

Mr. Clarke. The determination is made by the bank. 

Senator Proxmire. You don't have to concur? 

Mr. Clarke. That judgment would be subject to our review in the 
course of an examination, but the initial decision on how to re- 
structure the loan and whether the prospects for repayment over 
the course of the restructured loan are good is the banker's deci- 
sion. 

Senator Proxmire. How does the banker know that his knuckles 
are not going to be rapped by the examiner later on? 

Mr. Clarke. He doesn't, but he also doesn't know that when he 
makes the loan in the first instance. We hopefully are not using 
bad judgment just as we hope the banker is not using bad judg- 
ment in evaluating his loan. 

Senator Proxmire. Mr. Seidman, in your testimony you say 
there were 62 a^icultural bank failures in 1985 and current trenck 
suggest that at least for the next year farm bank problems and 
failures are likely to continue at levels at least equal to those expe- 
rienced last year. 

How much did these bank failures cost the insurance fund last 
year, and can you tell us about the overall health of the program? 
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HEALTH OP THB FDIC FUND 

Mr. Seidman. The overall health and condition of the fund is 
good. We will be Einnouncii^ a net worth of approximately $18 bil- 
lion, an increase of about $1.4 billion when we publish our state- 
ment. Those are our numbers. 

This is despite the fact that we had a $1.3 billion loss on Conti- 
nenttd, about $600 million on banks foreclosed in 1985, and since 
the farm banks were approximately half of that, something near 
$300 million was the cost of supporting the farm bank losses. 

Overall, I think the fund has done exceptionally well under very 
difficult conditions. 

Senator Proxmihe. In your best judgment, can you tell me the 
number of agricultural hanks that will ffdl in 1986 under the fol- 
lowing three scenarios: 

No. 1, Congress and r^ulators do nothing to change the current 
system. 

No. 2, the regulators promote the use of FASB-15 and follow it 
with a capital forbearance policy wherever possible. 

No. 3, the Congress ensicts legislation allowing a 10-year loan loss 
deferral along the lines of the Dixon bill. 

Mr. Seidman, first. The first one is nothing done. 

Mr. Seidman. We estimate that under current conditions 60-some 
banks, farm banks, will fail during 1986. 

Senator Proxhike. Sixty? 

Mr. Seidman. Yes, sir. 

Senator Proxmire. And suppose you used FASB-15. 

Mr. Seidman. It is very difficult to make an estimate, but un- 
doubtedly there would be some bernks that would be helped by that 
and the number would be lower. I cannot give you an exact 
number. 

Senator Proxmire. How about the Dixon bill? 

Mr. Seidman. I think that would probably make very little differ- 
ence as compared with using FASB-15 because we eilready are for- 
bearing in capital requirements where we think the bank has the 
ability to recover. 

Senator Proxmire. My time is up, and I don't want to impose the 
time of the other Senators who have been waiting. So let me just 
ask each of you, Mr. Clarke and Mr. Taylor, to give me those an- 
swers. 

First, no fiction. What happens? 

Mr. Clarke. Our estimate, Senator, is the same as the FDIC's. 

Senator Proxmire. And FASB-15 will save some banks. Can you 
give me some estimate of how many? 

Mr. Clarke. Under either of those two scenarios. Senator, it is 
very difficult, as Chfiirman Seidman said, to make a precise esti- 
mate. Our feeling is that in the short run you are not going to keep 
that mfiny banks from failing under any of these scenarios because 
the banks that are failing today are the ones that are just flat out 
of capital. The ones we are trying to help eire the ones that have 
underlying strength and need some time to work their way 
through the problem. 

Senator Proxmire. Mr. Taylor. 
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Mr Taylor. We have not traditionally estimated the number of 
bank failures, and I would have no reason to dispute the numbers 
given here. , , - . . -..u 

To get to the body of the question, I don t think that either one 

of the other two proposals would significantly change the failures 

in the near term. Perhaps they are going to change it m the longer 

run. 

Senator Peoxmxre. Thank you. ,. t ■ 

The Chairman. Before I turn to Senator Gramm, could I jui 

ask, Mr. Clarke, if you would submit for the record a copy of your* 

communique that went out to the banks announcing FASB-15? 

Mr. Clarke. I would be glad to do so. . ■ j r .i.* ■ 

[The following information was subsequently submitted tor th6| 

record:] 
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The Chairman. Mr. Seidman, I understand the FDIC was origi- 
nally opposed to FASB-15 but you reversed your position on that. 

Do you have any written communications wnich you could 
supply for the committee on your initial opposition and then your 
reversal of position? 

Mr. Seidman. I will get you all the material that we have on 
that. 

Mr. Clarke. Mr. Chairman, before Senator Proxmire leaves 

The Chairman. He is fast. He runs. [Laughter.] 

Senator Proxmire. I beg your ptuiJon? 

Mr. Clarke. Senator, I just wanted to make sure before you left 
that I had not misled you at all with respect to the rapidity with 
which we can implement these policies. In terms of our prepared- 
ness to implement them, we can do it this afternoon. There are two 
technical matters, however, that have to be resolved. One, as you 
heard us say earlier, is the change in the call report. As you know, 
we use a uniform call report that has been approved by the Federal 
FinEuicial Institutions Examination Council. Fortunately, the Coun- 
cil's meeting for this quarter is on Friday, and we can put that on 
the agenda. It is a very minor change to the call report, but it still 
has to go through the Council. I assume everyone will approve it 
without any problem. 

The second technical matter concerns the loan limit. We need to 
niEike certain that our regulations defining capital adequately 
cover the forbearance concept. It may well be that those regula- 
tions have to be amended. But that is simply a matter of publish- 
ing any change for comment on an emergency basis, and I would 
thmk that could be done within a 3&- to 4&^iay period. 

Senator Proxmire. As far as the farmers are concerned, 30 to 45 
days then until the whole effect is felt? 

Mr. Clarke. Until you actually have a regulation in place. It 
seems to me, though, that announcit^ our policy, subject to the 
time periods of notice, would in itself begin to create a lavorftil at- 
mosphere for both banks and borrowers. 

Senator Proxmire. Thank you. 

The Chairman. Senator Gramm. 

Senator Gramm. I have discussed with Mr. Seidman and Mr. 
Clarke our plight in the energy industry. As I see it, we have two 
sick industries. The agricultural industry is sick, because of mis- 
guided Government policy which encoureiges overproduction and 
impoverishes good and bad farmers alike. T^iis will not change that 
policy and, therefore, the illness is going to continue in the coun- 
tryside. 

Our second problem is that we've got a collapse in world oil 
prices, and a result, we have a lot of loans and a lot of companies 
that are well-managed and have a capacity to work out from under 
those loans. We have a lot of good banks that made good loans 
when oil prices were $30, and at $15, those prices are not so good. 
So I think there is a parallel between the two industries. 

And since we're talking here about implementation of a policy by 
Friday afternoon, I'd like to go beyond the chairman's question and 
simply ask, do I have a commitment today that when this policy is 
implemented, and hopefully, we can m^e the Friday afternoon 
schedule, that any actions taken in terms of allowing the restruc- 
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turing of debt and doing it in such a way as not to categorize those 
loans as nonperformir^, that any action that is taken under capital 
forbearance will apply equally to energy on the basis of the prob- 
lems that exist in that industry on a locitl or national basis, as it 
applies to agriculture. 

If I could, let me start with Mr. Seidman and simply go down the 
line. 

Mr. Seidman. As I said, Senator, of the three things that we're 
talkii^ about, two, I think, should apply uniformly to all institu- 
tions. The one that would raise questions about being industry-par- 
ticular would be the capital forbearance. We are currently in proc- 
ess with others of making a study on the effect of prices on the 
banking system. It seems to me, if that shows that there's goii^ to 
be a situation in energy comparable to agriculture, that that tend- 
ency should be covered. 

I haven't seen the final result of that study, but an early look at 
it indicated that it would show an industry in trouble and in need 
of help in the same way agriculture is. 

Senator Ghamm. So we are looking at what kind of timeframe? If 
this committee should decide not to report legislation or allow to 
carry out the policy you've outlined here today, then in listening to 
you, we are goii^ to have action related to agriculture, which is 
already underway. 

When is similar action going to be related to energy? For exam- 
ple, we have an FDIC ofUce in Midland, Odessa, in the Permian 
Basin, and that area is greatly depressed. When would the policy 
be implemented there? 

Mr. Seidman. Just as soon as we could make the determination 
that the energy industry loans in that industry require such action. 
I don't know when the survey which is being made jointly by all 
r^ulators will be completed, but I am sure it could be completed 
within the next couple of weeks. 

Senator Gramm, If I could, let me have irom you at least any 
preliminary findings of that study, what the timetable is and let 
me urge you to proceed on that very rapidly. Mr. Clarke? 

ISSUING GUIDEUNES ON A BROAD BASIS 

Mr. Clarke. Senator, I would think that the three agencies 
ought to sit down and make a final determination as to whether we 
would be prepared to issue any capital forbearance guidelines to in- 
stitutions on a broader basis than just agricultural banks before we 
actually put any guidelines out. If we are going to make them 
apply across the board, it would be much simpler just to have a 
broadly based issuance to the banks. 

Senator Gramm. Let me say, Mr. Clarke, that I agree with that, 
and I would hope you could issue the guidelines to apply across the 
board, specifically mentioning the problem areas of energy and ag- 
riculture, because I think you have a special circumstances in both 
those industries, because you have geographic concentration. You 
have oil-producing areas that are totally dominated by the market 
for crude petroleum. You have agricultural areas that are totally 
dominated by the market for agricultural products. So you're going 
to have a regional concentration of these problems, and it seems to 
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me that one policy that is applicable to depressed areas and de- 
pressed industry when related to the classification of restructured 
loans and related to the capital forbearance makes sense. I ho[>e we 
can do them both at once. Mr. Taylor. 

Mr. Taylor. I don't really have a different answer. 

Senator Gkamm. If I may, Mr. Chairman, let me just sum up 
with a statement. I think it is clear that we do have a problem in 
both energy and agriculture. It is my intention to see that what- 
ever policies apply to one apply to both. I think that reserves, as I 
learned in my money and banking class and as you learned, are to 
be used on a rainy day, and I think the rainy day has come. It's 
raining like hell out there in the agricultural areas of the country 
and in the energy areas. And I think at a time of crisis like this, it 
is time for the regulators to be bold and for Congress to be cau- 
tious. And I want to urge you to act immediately, use your full 
powers to act, and we may find it to our adveintage, both to stop 
bad things from happenlM and to strengthen your actions to come 
out with a bill that basicafly sets out in the law, the guidelines that 
you intend to implement anyway and possibly with some marginal 
strength. 

I, for one, am very concerned about net worth certificates. The 
whole strength of our financial system depends on real capital not 
phony capital. Whether the capital comes from Government or 
from phony books, the net result is the same. I think the capital 
forbearance idea, especially if applied aggressively, can do more 
good without risking the harm that we can have by going to net 
worth certificates or by setting a writeoff period that makes no 
sense whatsoever economically and that imperils the whole FDIC 
and the whole national bfuiking system. 

Let me further say that I feel very strongly on international 
loans and on domestic loans, that the problem is primarily one be- 
tween the lender and borrower and that the regulatory eigency 
ought to try to facilitate their solving of their problem. 

I am opposed to any msuidatory debt restructuring. I think banks 
ought to make the decision, and I think that you ought to require 
in the regulatory process, that while the restructured loan should 
not be classified eis nonperforming, and if the full face value of the 
loan can be paid off, that it ought to count on an equal par with 
the current loan, but I think that it's vitally important that we 
continue to take action to help these two ailii^ industries without 
wefikening the entire financial structure of the country, and I 
think it is important for those of us in Congress, as we hear a lot of 
these popular ideas that are being floated to have the Federal Gov- 
ernment come in and to bail out either foreign lenders or domestic 
lenders, that we try to be responsible and work with you. 

That's what I hope that we can do. I guess it is my feeling that 
there is so much support for action that it probably behooves us to 
do something and to try to follow some of the guidelines that 
you've set out here, and while you have been slow to act, that does 
not mean that we oi^ht to throw out the good ideas that you have 
now for action. I hope you will follow up with the setting out of 
your policy related to agricultural and energy, and I hope you 
report to me on that. 

Thank you, Mr. Chairman. 
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The Chairman. Thank you, Senator Gramm. 
I now have before me a joint statement of the Fed, the FDIC, and 
the Comptroller. I would include that in the record. 
[The statement of the Fed, FDIC, and the OCC follows:] 
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*,, Joint Statenenc ot Ch« Psdoidl ResacvA aoacd, 
the P«decal Deposit Inaucanci Cocpocatlon and 
th4 Offlca of tha ConptcoUtr of tha Cuccancy 
on ft^gulatocy Policiea Touacd Agricultural Lendaca 



The Padecal bank cagulatocy agencies ace fully 
a'wac* ot tha pco&lena in tha agiicultucal sector of ouc 
econoMy and tha financial strains thesa problens havtt 
created for borrowers and lenders. In light of thesti 
conditlonsf the bankin9 agencies believe it appropriate to 
employ supervlaocy policies that will assist basically 
sound ( well -nana gad banks to weather this transitional 
period, consistent with the need to naintain an adequate 
supervisory franework and tha credibility of regulatory and 
public financial stateients. Supervisory and regulatory 
policies to help achieve these abjactivea are outlined 
below. 

In addition to the regulatory policies contained 
in this statement, the banking agencies continue to urge 
the Congceas and state legislatures to take steps to help 
maintain tha provision of banking services in small communi- 
ties. The earn St Germain Act of isaj prohibits 
acquisitions across state :.l|nes of troubled banks before 
they have failed and of failed banks with assets under SSOO 
million. The banking agencies beliave that these two 
constraints should be eased by allowing failing bank 
acquisitions across state lines and by reducing the size 
ccUecia so tta to maintain the banking ssrvicea In fara 
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comfflunitlea. An easing ot state etstcictlons on branching 
could also help maintain banking sacvices in tmall towns in 
casas when a separately ocganlzed and capitalized bank 
night not be viat^le. 

In ocdec to help alleviats sccaina on Caen landets 
and pcovlde additional time to resolve peoblena in the 
agricultural aectoCf the banking agencies expcass their 
support for and connltment to the following supervisory 
policies and principles: 

- A najor function of capital. Is to absorb 
unanticipated losses and help an organization weather 
a period of adversity. Heavy losses may reduce a 
bank's capital below normal levels or below minimum 
regulatory guidelines. The banking agencies will 
allow a bank experiencing difficulties to operate 
below the minimum capital requirement provided the 
bank has the capacity to restore capital within five 
years. 

- The banking agencies reaffirm their pollciea not to 
discourage banks from forbearing on farm loans 
through appropriate debt restructurings, recognizing 
that such restructurings nay be In the interests of 
both the bank and the borrower when there is a 
reasonable prospect that the borrower will eventually 
be able to repay the loan. 
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■ ConsiaCant with thslt ganaial vi«w towacd 
foEbetrancfl, ths banking agsnclas will continua not 
to'caqulca an automatic chacga-off of loans that have 
b««n caatiuctuEed, Ganacally acceptad accounting 
pelnclplea, aa sat forth In financial Accounting 
standard No, 15 (Accounting by Dabtota and Cradltoia 
foe tcoublad Dabt Raatcuctuclngi), allow financial 
Institutions to aalntaln ttaa valua of a castructucad 
ccadit providad that the total of antlelpatad Cutuca 
ca«b cacelpts undec th« naw nodltlad taiBJ wbieti aca 
both pcobabla and can ba caasonably estinatad at 
laast oquala the pcinclpal valut of tha loan. Thus 
genacally accaptad accounting pcinclplaa do not 
nacasaarily cequica the inmadiata charg*-off of loans 
oc poetions of loans that bav« baan easttucturad In 
accoedanct with that cula. 

■ Tha banking aganclaa saa no conpalllng tsason for 
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The Chairman. Senator D'Amato. 

Senator D'Amato. Thank you, Mr. Chairman. 

OPENING STATEMENT OF SENATOR D'AMATO 

Today, we continue our oversight of the effect the farm crisis has 
had on financial institutions engaged in agricultural lending. At 
my request, the bank r^ulators undertook an analysis of the situa- 
tion and submitted options as to how they and the Congress might 
ease the strains resulting from such lending commitments. Ilie 
focus of this hearing will be to explore the specifics of the r^ula- 
tors' reports. 

As I indicated at last week's hearing, after completion of the 
hearii^ process it is my intention to work toward markup of a pro- 
posal to Eissist farm banks and borrowers through this transition 
period. The contents of such a measure have yet to be determined. 
There is a general understanding among interested parties that we 
should work to develop a consensus package which addresses the 
problems effectively and responsibly but avoids becoming a l^isla- 
tive Christmas tree. Furthermore, Senator Dole has pledged his 
willingness to schedule floor time for our effort. 

Last week's hearing produced a fruitful discussion and valuable 
insight on some credible suggestions. I expect more of the same 
from today's hearing. Today we will hear from William Seidman, 
Chairman of the FDIC, Robert Clarke, Comptroller of the Curren- 
cy, and Preston Martin, Vice Chairman of the Federal Reserve. Mr. 
Martin will be accompanied by Willieim Taylor, Director of Bank 
Supervision at the Federal Reserve. We will begin with remarks 
from other Members who share our concern over this issue but do 
not serve on the Banking Committee, including Senators Nickles, 
Melcher, and Exon. 

Mr. Chairman, I certainly hope that the recently sworn in Secre- 
tary of Agriculture will expedite the appointment of a three- 
member governing board of the Capital Corporations, so that we 
can get the restructuring at the FCA — that's the Farm Credit Ad- 
ministration — which is so desperately needed. I want to suggest to 
you that it is absolutely shameful that that has not taken place. 
We in New York may not be seen as an agricultural State. The fact 
of the matter is, that's probably our largest industry, that employs 
directly or indirectly, some 400,000-plus people. It is estimated that 
we are going to have something in the area of a 29-percent reduc- 
tion and lose some 7,000 farms within the next 3 to 4 years. 

So, we are obviously very much concerned. People tend to think 
of New York simply as Manhattan, subways, high rise and they 
fail to rec<^nize the great diversity of the State in the agricultural 
areas that are similarly depressed. 

INTOLERABLE DELAYS ON REUEF 

I have to ask you, Mr. Seidman, why did the FDIC not permit 
the institutions under their jurisdiction to use FASB-15? What was 
the reason for their not allowing that? And what was the reason 
for the change in FDIC's position? 

Mr, Seidman. Senator, I wasn't with the agency. They didn't 
permit its used until a specific instance came along of the 90-10 
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Government program for guaranteeing farm loans. So, they had a 
somewhat ambiguous record. Since I wasn't there, I don t know 
what the reason was in not allowing it in that speciflc instance. 

Senator D'Amato, Mr. Clarke, were you aware of any reason 
why? I mean, you were all workil^ together in this. 

Mr. Clarke. No, sir. As I say, we were applying it and do have 
an issuance out as to its use. 

Senator D'Amato. Of course, you know, the question's got to be 
as Senator Gam noted — I think Mr. Taylor indicated regardii^ 
reason why the cheuige was made. 

Mr. Clarke, let me ask about the implementation of this account. 
Did you Bay in your answer to Senator Proxmire that you're really 
talking about publication data? It will take 30 to 40 days before 
FASB-15 can be implemented or be used? 

Mr. Clarke. No, sir, not to implement FASB-15. Use of FASB-15 
is permitted right now. We have an issuance out in the hands of all 
the bankers to that effect. 

Senator D'Amato. On the restructurii^, debt restructuring? Is 
that what you're talking about? 

Mr. Clarke, Yes, sir. That's what FASB-15 is all about. 

Senator D'Amato. Well, let me suggest to you that it would seem 
to be that whatsoever is calling tune, whether it's the Treasury 
that coordinates your activities, whether you've done it to come to- 
gether, I don't know, on your own. I'm not going to ask you to tell 
us who. You probably wouln't tell us anyway, but you ve done a 
poor job. 

I can't believe that we have to experience this kind of pain, 
before you people would urge the application of FASB-15. 

And Mr. Taylor, I want to tell you something. When you say I 
have nothing but poor choices, we understand it is a difficult time, 
but I'd like to ask you what would you think the Congress should 
do, and if we didn't do this, what would you have done? Nothing? 
And is that the kind of choice that we leave the feu^ners with or 
that we leave the banking institutions with, and their failing would 
then take place? 

What would you do, Mr. Taylor? 

Mr. Taylor. Senator, I should maybe have prefaced my former 
remarks by saying what we have done. Maybe I should go over 
that. We have some 2 years ago started a pri^ram whereby we 
look at the farm situation in a special way. We have instructed our 
examiners not to discourage debt restructuring. We've told our ex- 
aminers not to classify, not to require chargeo£fs where value pro- 
tects. In other words, if you have a potential or turnaround of a 
loan, either from cash-flow or through value, that one is not to 
treat that harshly. 

In addition, we have a senior official at each Reserve bank 
review the bank examination of each agricultural bank, as it is 
completed, to assure that the policies are followed. The question of 
choices rally relates to trying to maintain some integrity in the fi- 
nancial statements of the Nation's banks, while balances of against 
that, a serious concern that we, by our policies, not prejudice the 
abilities of the farmers to recover, along with the bank. 

Senator D'Amato. I am simply going to say that I just think it is 
really inexcusable that it taxes a l^islative initiative by the Con- 
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gresB that obviously takes it a much greater period of time to get 
the kind of movement in this area that weis loi^ overdue. It is in* 
excusable to both the institutions, to those farmers that find them- 
selves in distress, wherever, by implementation of the debt restruc- 
turing, FASB-15, et cetera, where those things CEm or should have 
been done before, 

I am just wondering why it took you so long. That's it. Why did 
it take yOu so long? 

Mr. Clarke. Senator, If I could 

Senator D'Amato. I mean, if what you're doii% is the right thii^ 
now — maybe it's not, but if what you're doing in your program in 
this wonderful statement that we just get now, if what you are 
doing is r^ht, why did it take so long for you to come up with it? 

Mr. Clarke. As I indicated earher, making a change to provide 
for capital forbearemce is not something that one does lightly. We 
want to make sure that the long-term implications of wluit we are 
doing are not more negative than positive. 

Since being sworn in on December 2, I have participated in at 
least a dozen meetings, some of which have been with the other 
bank regulators, some of which have been with industry represent- 
atives, trying to come up with acceptable proposals. That is the 
genesis of a lot of the idesis that have been presented to the com- 
mittee. So, we have been working at it; we have not just been sit- 
ting back waiting for somebody to hold a gun to our heads and 
demand that we take action. We would not be in a position to im- 
plement the things we're talking about implementing today unless 
we had given a great deal of thought to these issues over the past 
months. 

Senator D'Amato. I think we owe a great debt of gratitude to the 
chairman of the Banking Committee, No. 1, for using these hear- 
ings as an opportunity to present legislation, which I think will 
play a key and indispensable role in moving us forward and 
moving you gentlemen forward at least to putting forth a program 
that possibly will help in terms of restructuring and givii^ banks 
an opportunity to continue helping the fraraers and in the areas of 
energy; because I have no doubt, unless Senator Gam has called 
these hearings and had unless we held hearings on Senator Dixon's 
proposals these recommendations wouldn't have been made today. 

"This didn't just miraculously show up at the time that you gen- 
tlemen were supposed to testify. 

So, Senator, let me thank you and commend you on behalf of 
those small banks, those agricultural banks. 

The Chairman. I would say in the witnesses' defense, earlier, 
before you got here, I asked them the same question. 

Mr. Taylor said it very diplomatically. 

Senator D'Amato, I don't have to be diplomatic. [Laughter.] 

The Chairman, We acted as some form of catalyst to encourage 
them to go ahead. 

Senator D'Amato. Well, we owe you. and I think the small 
farmer, Mr. Chairman, and those banks who can make it as a 
result of this kind of restructuring that should have begun, should 
be undertaken, I have to respectfully disagree with our new Comp- 
troller; that probably should have been done before you got there. 
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This hasn't been a crisis that's come about in the Ifist month, or 
2 months, or 3 months. We've got people just out there in this ter- 
rible, terrible crisis and the regulators need our prompting instead 
of trying to get somewhat ahead of the problem. 

I remember, when I first came in 5 years ago, they were laugh- 
ing at the thrifts, particularly those in New York that had prob- 
lems. No one's laughing now, and it's spread throughout the coun- 
try — net worth certificates in certain cases were the answer. 

They kept very calamitous situations from taking place. Not in 
respect to one particular institution or particular region, but that 
would have shaken the very foundations of the entire financial net- 
work system in this country. 

It's very good for some people to say that net worth shouldn't at 
any time be used or applied. It would be terrible. 

But, if you go back to 1980, I think this committee, and I think 
the Congress did what was absolutely essential. 

But I have to again suggest that I would hope that we wouldn't 
take such a laissez fair attitude as it concerns some of these insti- 
tutions that do need this kind of treatment. 

Better late than never, 1 commend you for coming forth with it. 
And I hope you pursue it vigorously. 

Thank you, Mr. Chairman. 

The Chairman. Thank you, Senator. 

IN TIME FOR SPRING PLANTING 

Gentlemen, a great deal has been said about timing, and a lot of 
references to spring planting. What is your opinion? Can you estab- 
lish a capital forbearance plan quicker so we can go ahead with 
legislation that will result in more feirmers gettii^ loans for their 
sprii^ planting? 

Mr. Seidman. 

Mr. Seidman. Mr. Chairman, first, on the matter of capital for- 
bearance, I think I've heard from my two compatriots here two dif- 
ferent kinds of plans. So, either we'll have dinerent kinds or we'll 
need to agree which one of the plans is best. 

I find that any of those really work out pretty much the same, 
whether you put on the books or simply lower the requirements. In 
the end, it's a paper transaction, not a money transaction, and has 
the effect of allowing operation at lower capital than normal. 

But I do think we ought to be encouraged to agree upon some- 
thing and, frankly, from our point of view, either one of those 
plans is acceptable. It seems to my view that they both do about 
the same thing. 

As soon as we CEm get those and we can look at how we want to 
apply them, and we can put them in place, I shouldn't think that 
will take very long. 

The Chairman. The reeison I asked the question, obviously, is 
there has been a great deal of discussion here about are we just 
helpii^ banks, or does that result in help down at the farmers. 

And if it were January, the urgency would not be here. But if we 
want to help farmers, we've got to do something that allows the 
banks to restructure — loan loss deferral, or whatever. And be able 
to make loans for this spring's plantii^. 
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I'm simply asking a timit^ question at this point, not whose plan 
is best. But, can you move forward rapidly enough to have some 
impact on the spring planting? 

Mr. Clakke. Yes; as we have said, two of the three elements in 
our proposal are cdready in place. They require nothing other than 
our reiteration that FASB-15 can be used to help in the restructur- 
ing. 

The capital forbearance proposal, requires, we believe, a minor 
modification to our regulation defining capital to make sure that 
the loan limits currently available to banks are still in place and 
can be used despite those restructurings. Publication of that r^u- 
lation, even if it s done on an emergency bfisis, will take some time. 
That does not detract from the fact that our policy will be publicly 
known by bankers and borrowers. 

The CSiAiRMAN. Personally, I would prefer regulatory action 
rather than legislation. And the better and more rapidly you go 
ahead with what you have the ability to do on a regulatory basis, 
the less likely it is that we get into areas of legislation that you 
may not like. 

&), I'm putting the monkey on your bank and saying if you don't 
like some of the Ic^lative proposals, your best defense against 
those is to do your job as rapidly as possible, with some beneficial 
results that put seed in the ground. 

I expect we will have legislation of some type, but I don't want to 
get in any bailout programs or have big amendments on the floor 
with my colleagues competing to see who can have the biggest 
amendment here or there, and run home and take credit for it. 

I used to have a sign on my desk saying: "Results are the only 
excuse for activity." 

We've heard some favorable comments on what you're doing. I 
don't know that it's important that we establish why you haven't 
done it in the past, I'm simply saying the time is now. 

I'm not a farmer. When the sun starts to shine, then you put 
seed in the ground. That's about all I know about it, but it seems 
important that you move and that will have an impact on what 
kind of legislation we produce out of this committee within the 
next couple of weeks. 

Mr. Taylor, do you have any further comments? 

FED GUIDEUNES 

Mr. Taylor. Mr. Chairman, the only thing I would say is, at the 
Federal Reserve, we do not have the capital regulations, so there's 
no regulation to change. We have a guideline. 

To answer your question: If the banker were to come to us today 
and say, "As a result of restructuring, my capital is going to go 
below the minimum, and I can show you over some reasonable 
time — 4, 5 years, whatever it might be — that I can reestablish that 
capital, given the time, and I have a viable business here," we 
would buy that this afternoon. 

Second, on the FASB-15, if a bank and a borrower got together 
and decided that they would restructure, and they convinced our 
examiner that, indeed, the amount equal to the principal could be 
repaid over the term of the loan, we would buy that this afternoon. 
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I'll admit that we're going to have to take a period here to make 
sure we provide some pretty close guidance for our examiners. And 
we set out to do that right away. 

But I think we're ready to do these things. And, in fact, many of 
these have been in place. They just need implementing. 

The Chairman. I thank you all. My point was just, strongly, the 
old cliche, that: "The best defense is a good offense." 

And if you don't like some of the things Congress m^ht do, 
rather than complaining about them, the good offense is a much 
better defense. 

Thank you very much. The committee is adjourned. 

[Whereupon, at 11:35 a.m., the hearing was adjourned.] 

[Additional material for the record follows:] 
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the tinancial condition of agilculCural Icndars In a tlaa of fain atcaai. 

Ha coBBcnd ttila coaiittte Cot holding hcaclnga on this pioblaa. I uould lika 
to addiau Cbtea issuaa In mj statasant which Govecmia ballava ac* iMportant 
In youc delibarationi: 

the oorernotB' position on agEicultUEal ftnanc* 

the curtsnt tiicat condition of far>-b«lt atataa 

ptoapt Coaqcaaalonal action fot 

MrlcBltatal TtnaBca pnaltloa 

Tba Mate pioblaa faclnq fara landaia la five conaacutlva yeara of a weak 
fao eeonoay. The outlook (or kba agricultural aactor In 1986 proalaaa Co b« 
■• blaak aa 1985 vlth nat fara Inooaa projected to be batuean f^l-flS billion 
vblla In 19B1 net [a» InooM waa f2».B billion. Whereaa, tam debt toae In 
propoitlon to high real farm lnco>e and eacalatlng (araland prlcea In the 70i, 
the dramatic daclina In theaa Incoaa and aaaat aeaaurea aiparlancad In the aOa 
baa lad to the loas of nearly ^250 billion dollaia in fara equity la tbe taat 

Hie Council of Economic fcdviaora 1986 Annual R^ioct lapotta tba Bagnltada 
of Bdjuataants that agtlcultura faces: faima loat fill billion in farm equity 
after capital galna in 1984. 



o The NaCion'a largaat (tnan 
the Farm credit system 
billion for 1985 . 

o Hore than half of all bank failurea in 1985 were 
agricultural banka (68). 

Government direct and guaranteed loana and aponaored financial institutions 
(Che (acB credit ayaCem) agricultural lending tncreaaed from 32.6 percent to 
48.1 percent of the total from 1970 to 1984 to aeet agricultural finance needs. 
Coamercial bank Inveatora contracted agricultural lending froa 1975 to 1980 
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(torn ^28, 9 billion to ^22.1 btllioD vben igrlcultuial Invoscaent tetutna mre 
(avoiabl*. it 1* Inconcslvibla tliat ptlvat* Bactot landaca ulll ba attcactad 
Co agrlculCura vlth n«t tacm incoB* pra]ected to contlaua Co decllna. 

Govatnois racognlia cbaC dgnlflcant adJusCBant* In tha agclcultutal secCoi 
uitl continue to occur given tha ongoing agrlculttital acononlc reoeasion. We 
do not advocate eliainating tha naw narkat oilantacion. Bovvvvr, policy 
efforts should b« nada wtatch aoCtan tlia adJustMnt proeaia and prevent narkets 
(roB ovetstiooting lonq-Ceta equllibrlua levels, incentives Cor private aecCoc 
InvasCsent nay be neceaaaty to ravetae the doailnanc federal tola in agcl- 

The dapresaed agilcultural econony and limited potential foe depoalc gcovch 
in rural co^unltiea ara aaiket signals vtaicb cause Investoca to vitbdcav 
capital. Coaaaiclal banka have only liaited ability Co pool agtlcultuial risk 
becaua* agricultural banks tend to be aaall and loan portfolios ace not broadly 

Mldwast and RorCharn plains atatas, and farm loan loasaa bave been concentrated 
in ten staCaa: California, lowa, Mbraska, Hontana, Mlasouii, Minnesota, Soutb 
Dakota, Colorado, Kansas and Hassachu setts. Mt faca loan charge-offe range 
fcoa 4.2 percent in California to 2.1 percent in Kansaa, Governors believe 

recooMUdationa to deal with tha iBitadiste pioblea. 

deferral pioqraa. and there is a stata Bcdel to awilate. Tha state of Arkansas 
anaoCed a law last Harch nhicb allows banks in certain caaaa to charge off at 
five percent per year farm land acqultad through foreclosures oi through deeds 
of conveyance in lieu of foreclosure, fc balloon charge off will occur at the 
and of a ten year period. Banka aust petition the State Banking CoMBiaaionar 
for discretionary approval Co qualify loana tor stretchout write-offs. 
Governors support aaslatance for ailing faiB loans held by coa>arelal banka 
bacauaa wa believe that the current agricultural rscaaalon Is pecBanent. 

Second, we racoawnd that raltef slsllar to the relief provided for farm 
credit system should be provided for coawrcial banks who have put their own 

Co buy problem (arm loana or assets, thus incraasing tha liquidity of farm 
credit systea banks. The corporation will laaae the assets, enroll In federal 
farm program acreage programs and issue governmant-backed bonds to raiaa 
operating revenue. Cover no ra believe Chat a study should ba conducted Co 
devise a means for the Federal Deposit insuiancs corporation to watehouaa 
coanercial bank farm loans through Che Farm Credit Syatea Capital Corporation. 
Thia approach could ba maat coat effective over the long run, and It would 
•liminata the arbitrary distinction batwsan farm credit ayatem banks and 
commercial banks. Quite frankly. Governors would have a bard clma explaining 
CO their citiiena why we keep renegotiating foreign debt when we can'c provide 
relief Co Maclean banks. 
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date and opecatlog resCrlctlonB for 'gcandfathetad* Instltutioni 

Stataa have a role In aaalseing fundanantally aound fina 
Inatltutions (luring elnea of tsapotatjr financial diBtceaa. [ 
of faro and bank failursB ptoav^'^ flftaan Gomnoca to o 
•■wigency financial aaaiatanc* piograaa in 13B5. Hhtla ata 
undar th*s* eaaigancy ptograaa ueia lelatlvely anall in conpacii 
financial caquitesenta at agricultuca, ovac a half bllllo 
comltted to alBoaC 20,000 loana by atates. This state coanll 
out willlngnesa to contributs toward taapocary agcicultuEal I 



Th« oirrant Hacal coaaitlon of rata-Balt atataa 

rortunaa of Can-Bait atatea cannot ba aapaiatad CcoB tin tlnanclal 
condition of its CarBsia. Iowa and Nebraska have cut fiscal 1986 budgets and 
Nebiaska raised taiei in a apaclal eesaion laat HovaBbai. Both Kansaa and 
Nebraaka Govecnois are propoaing fiscal 1987 budgets that ate saallec than the 
flBcal 1986 budget. Md, Govecnois fco* the states of Arkansas, Idaho and 
Hiaslseippl, who saive on the national Coveenots' ASBOCiatlon kgricultute 
Comlttee, have had to cut thalr FYBS budgets twice. 

Minnesota and Wisconsin also have large faia sectocs in their econoBlea 
and both have had to cut back sharply on cucient biennial expendiCuiea. Both 
stataa era also piojectlnq signKicantly lower econonic gcowth foi the re- 
■ainder of the blanniua. Faia state Govainoia aust plan how they can beat 
neat the needa of the cltiiens we tepreaent during this agiicultuial cscesslon. 

Tlie Iiportaoce of larlr Oo«Bre»»iOB«l >etlon 

Planting tiae la approaching once again in the food producing atatas. K 
Kansaa City Federal Raaerva Bank aconoalat baa predicted that 6 to 8 percent 
of the fara-belt producers will tail to get the financing they need to continue 
operating thia year. Stabilization of agricultural borrowers should be ap- 
proached with a sense of urgency. The National Governor 
conpllDcnts thia cooDlttea Cor focusing on the agriculture credit 

He join the Senate leadership In providing tianaition aaala 
farnera and lenders because they had done nuch Bore Cor us and 
eonaunltloa and because it Is the right thing to do. 
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